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ABSTRACT 

This dissertation studies China's first industrializing efforts to 

transform its navigation, cotton textiles and banking in the late nineteenth 

century, and analyzes the paradoxical roles ofthe state and culture in 

achieving development. It argues that successful late development is 

dependent on state policies that emphasize state-society connectedness and 

tradition-modernity continuity. 

8 

In late Qing China, the state-midwifed industrial projects faced both 

intensive competition from foreign firms and resistance from domestic vested 

interests. Because key resource factors such as capital, production 

technology, and management skill were scarce and distributed unevenly 

across multiple sectors, the state officials had to redirect the resource flows in 

order to found new industries. The state had to perform an essential function 

of creative destruction, without which social groups in non-state sectors 

would be less likely to embrace changes, but the ultimate success of new 

industries depended on a societal consolidation that redefined the state

society relationship. 

This study also shows that culture was a double-edged sword with 

great potential for lubricating industrial transformation. The promoters of 

development created myths, symbols and beliefs to legitimize their 

industrializing efforts. They made a constant effort to reinterpret tradition 

in order to find compatibility between the foreign and domestic systems. 
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The distinctive sectoral paths taken by navigation, cotton textiles and 

baking represented different patterns of state-society cooperation for 

achieving development. Each sector had distinct production technologies 

and product structure, and was endowed with distinct sectoral institutions 

and other legacies. These endowments constrained choices of every new 

industry, but it was a combination of structural factors and industry's 

responsive strategies that explained why some enterprises succeeded while 

others failed. A project was more likely to succeed if there was greater 

state-society connectedness and cultural compatibility. Steam navigation 

was the most successful among the three, followed by cotton textiles. 

Banking was the least successful. 
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INTRODUCTION 

For most nations, late development is the fountain from which 

modem socioeconomic structures, institutions and way of life emerge at an 

unprecedented pace. Significant efforts have been made by a number of 

social scientists to decipher its inner logic as well as explaining its 

regUlarity. 1 However, due to its built-in complexity and multi-

dimensionality, the experience of late development differs from country to 

country, and above all from a shared regularity to the distinctiveness of 

Chinese experience. By drawing upon these perspectives and by analyzing 

the China's early industrialization, this study hopes to show that late 

development is fundamentally paradoxical in the way that institutions and 

sociostructures change. Two "developmental paradoxes" are considered to 

I Fernando Henrique Cardoso and Enzo Faletto, Dependency and Development in Latin America, 
Berkeley and Los Angeles, University of California Press, 1979; Nora Hamilton, The Limits of State 
Automomy, Post-Revolutionary Mexico, Princeton, Princeton University Press, 1982; Chalmers Johnson, 
MITI and the Japanese Miracle, The Growth of Industrial Policy, 1925-1975, Stanford, Stanford 
University Press, 1982; Maurice Zeitlin, The Civil Wars in Chile, or the Bourgeois Revolutions that Never 
Were, Princeton, Princeton University Press, 1984; Pranab Bardhan, The Political Economy of 
Development in India, Oxford, Basil Blackwell, 1984; Tom Gold, The State and Society in the Taiwan 
Miracle, Armonk, N. Y., M. E. Sharp, 1986; Evelyne Huber Stephens and John Stephens, Democratic 
Socialism in Jamaica, The Political Movement and Social Transformation in Dependent Capitalism, 
Princeton, Princeton University Press, 1986; Robert H. Bates, Beyond the Miracle of the Market, The 
Political Economy of Agrarian Development in Kenya, Cambridge, Cambridge University Press, 1989; 
Alice Amsden, Asia's Next Giant, South Korea and Late Industrialization, New York, Oxford University 
Press, 1989; Robert Wade, Governing the Market, Economic Theory and the Role of Government in East 
Asian Industrialization, 1990; Gay Seidman, Manufacturing Militance, Worker's Movements in Brazil and 
South Africa, 1970-1985, Berkeley, University of California Press, 1994; Peter Evans, Embedded 
Autonomy, States and Industrial Transformation, Princeton, Princeton University Press, 1995. 
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be the core problems facing all late developers. The first paradox concerns 

the role of the state in restructuring its relations with the society. The state 

must sustain the arbitrary power of its apparatus while opening up the 

creative space for society. It must also manage an order while introducing 

fundamental changes undermining the order. The internal coherence of the 

state organization is important, but not to the point of rigidity. The state 

needs to be autonomous from social groups, but must also maintain its 

connectedness with them. Second, successful late development places 

paradoxical demands on the indigenous culture. While it is important to 

maintain the integrity of the indigenous culture (with its values and 

practices), it is also necessary to fragment and then embed it in foreign 

practices and values. In bridging tradition and modernity, culture plays an 

ambivalent role. Cultural symbols and practices, under the aegis of 

developmental goals, are often forced to take on both indigenous and alien 

faces. 

These two paradoxes concerning the state and culture are generic to 

many of the tensions and uncertainties between foreign and domestic, state 

and society, change and order, tradition and modernity, group interest and 



national interest, etc .. They also underline crucial processes of a) 

legitimating development, b) embedding modernization projects, c) 

regulating resource flows, d) reforming organizational structures and 

practices, and e) redefining cognition and norms. Therefore, the 

management of such paradoxical situations may ultimately explain why 

some industrializing efforts succeeded while others failed. 

12 

At a more concrete level, the paradoxical roles of the state and culture 

are a source of constant problems for late developers, whose response is to 

form critical linkages or "connectedness" to articulate and direct the flows 

of resources and information among diverse social spheres. These critical 

linkages present partial solution to paradoxical problems and ultimately 

have a crucial impact on developmental outcomes. The study emphasizes 

the importance of the state apparatus in providing critical linkages among 

the state sector, social groups, and foreign businesses at the treaty ports. 

The study also stresses the autonomous role of culture (symbols, cognitions 

and norms) in influencing crucial decisions in late development. The state 

policies and cultural activities are the primary forces shaping the interaction 

between traditional and modem institutions, between foreign and domestic 



forms of organization, and between state projects and social networking, 

and will ultimately explain the structures and evolution of the new 

industries. 

13 

The study traces the evolutionary paths of three industries in late 

Qing China: steam navigation, cotton textiles and banking. Their transition 

from tradition to modernity is analyzed in detail. China's first 

industrializing efforts are an important subject to study for three reasons. 

First, China had a pre-industrial culture and institutional framework more 

enduring than in Latin and African countries, and a pre-modem state 

tradition more entrenched than in Japan and other East Asian countries. 

These pre-industrial conditions, plus the size and scale, allow us to study 

"developmental paradoxes" (concerning the state and indigenous culture) in 

their most intensive expressions. Secondly, the Chinese experience of 

industry building was a mixture of success and failure, which allows us to 

carefully weigh those factors that determine developmental outcomes. 

Third, the late 19th century witnessed a unique process of rapid foreign 

business expansion in a vastly indigenous socioeconomic spheres. This 

provided the stage for intensive interactions between tradition and 
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modernity, between foreign and domestic systems, and between respective 

roles of the state and social groups. 

The industrial projects in navigation, cotton textile and banking were 

pattern-setters for other industrial efforts in this period intended to 

transform China's economy from tradition to modernity. They were also 

watershed events with far-reaching consequences. Taken together, they 

represent a fairly complete macro picture of China's early industrialization 

in the late nineteenth century. In addition, each of the three industries was 

characterized by a distinctive resource structure, and confronted unique 

legacies from China's traditional economy. Their evolutionary paths 

indicated distinctive patterns of industrial transformation, and provided 

comparative angles necessary for theorizing regularities and common 

themes transcending individual case conditions. 

Because China was deeply steeped in paradoxical situations, its 

developmental experience exhibited both the drama of macro-social change 

and the complexity of a profound social transformation. The drama was 

expressed in a series ofbreak-throughs in two drastic stages of patchwork 

and consolidation, while the transformative complexity resided in the 
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confluence of a number of historical factors. The narrative report hopes to 

highlight the defining aspects of China's developmental processes, and 

more importantly to capture the general logics inherent in late development. 

The industrializing efforts in late Qing period fell into two stages. 

The first stage was the patchwork characterized by a mixture of creative 

destructions by the state, and cultural efforts to justify these changes. The 

state initiatives were driven by pressures of system failures, a legitimization 

crisis, and foreign threats. These actions, for the purpose of initiating key 

industrial projects, were invariably caught in paradoxical situations, 

unsettling to both vested interests and state legitimacy. First, the state had 

to attempt to re-organize a resource regime to i) raise funds from the state 

sector, social groups and foreign business sphere; ii) facilitate necessary 

production and management skills; and iii) regulate risk-benefit distribution. 

Second, the state must facilitate an embedding system for the new 

industries in a traditional environment. It includes a market niche or cost

sustaining mechanism, forward and backward linkages, and institutional 

legitimation. The process of embedding an alien form of organization in a 

traditional environment was neither simple nor automatic, but required both 
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power and persuasion. It was necessary to make a number of break

throughs in institutions and cultural persuasion. Beyond this the state had 

to overcome resistance from pre-established institutions, and reduce 

frictions between the new and old systems. At the organizational level, for 

instance, the state had to resolve the technical difficulties in transplanting 

new forms of business organization into an environment dominated by 

traditional types of organizations. To this end, the new enterprises and their 

embedding system must be made responsive and adaptive to each other. 

Third and more broadly, the state had to prepare mechanisms for 

mobilizing broad-based societal participation in the new industrial ventures. 

The crucial managerial talents and additional funds came from social 

groups, and were unachievable without vigorous networking efforts. In the 

face of the destructive advance by the foreign capital, the state had no 

choice other than reforming the indigenous economy and transforming 

existing systems through industrialization. In all, industry-building efforts 

at this initial stage proceeded in a top-down fashion paralleled by rapid state 

expansion. The new industrial order resembled a crude patchwork, which 

was poorly integrated and with endless confusion, uncertainty, tensions and 



conflicts. The state actions were dominated by a theme of creative 

destruction, which proved critical in opening up spaces for wider social 

participation. Social groups were motivated to react, innovate, and hence 

reconstruct the existing patchwork order. 

17 

The second stage was the consolidation necessary for the survival of 

the state-midwifed projects. A bottom-up dimension was added to the first 

shge achievement by drawing participation from social forces outside the 

state apparatus. In scale and substance, this went far beyond a fine tuning 

of the first-stage patchwork. Here the state needed to adjust its policies so 

that social groups could playa more active role. Financial support from 

societal groups, for instance, became a crucial factor in the survival struggle 

of the new industries. The funding system therefore had to be renegotiated 

and consolidated. It was also necessary to resolve the tensions between the 

new enterprises and their environment, between new and old forms of 

organization, and between state initiatives and alienated social groups. 

Vigorous networking was an essential means by which various social 

groups were able to digest and absorb the new practices and new forms of 

business organization. 
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In consolidation processes, the state apparatus and social groups had 

to join forces. At this juncture, however, the roles of the state and culture 

became even more ambivalent. The left: hand of the state sometimes 

contradicted its right hand as reflected in contradictory policies. Key social 

groups and emerging entrepreneurs were the ones that mattered most in 

determining the fate of the new industries. They were the real reformers, 

mediators and innovators, without whom it is impossible to imagine the 

survival of those state-midwifed new industries. 

Above all, critical linkages were formed among the state, industrial 

sectors and foreign capital. These linkages came out of a sea of micro 

adjustments and maneuvers in response to local problems. Over time, these 

adjustments built into macro structural changes. Ultimately, the future of 

these new industries depended on the coherence of the innovative attempts 

to overcome "developmental paradoxes". These attempts were made in the 

areas of ideology, legislation, organizational structure, institutions, and 

network activities. Some efforts are capable of defining critical linkages 

between strained parts in the system. These "pivotal events" figured 

prominently in delineating the two consecutive stages of late development. 
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Looking ahead, Chapter One reviews the literature on state, culture 

and late development, and discusses the major theoretical issues. The 

chapter ends with propositions that sum up the arguments running through 

the ensuing case studies. Chapter Two is an introduction to China's 

socioeconomic condition prior to its first developmental efforts. It prepares 

for the case studies that follow. Chapters Three through Five are devoted to 

the three cases: steam navigation, cotton textiles and banking. Chapter Six 

is a conclusion, including a brief summary. The implications for the general 

issues of late development are discussed. 
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CHAPTER ONE EXPLAINING LATE DEVELOPMENT 

Late development, or the process by which non-industrial countries 

emulate industrial ones, is perhaps the single most prominent event in the 

modem world. In its broadest sense, late development refers to all the other 

nations that went through industrialization in the wake of British capitalism 

with possible exception of the Netherlands. In a narrower sense, however, it 

defines those industry-building experiences under both pressure and 

stimulation from the core European industrial powers. Needless to say, late 

development brings about profound changes in all sectors and perhaps all 

aspects of a society. Given the fact that late development remains an on

going process in much of the world, the subject presents itself with a sense 

of urgency and difficulty. The urgency lies in the need to understand the 

history of late development, and to shed light on developmental problems in 

the present. This is exactly where the difficulty lies. Though late 

development spans roughly one and half centuries, the story has not ended. 

The developed nations are not a fixed target, but are forever moving into 

new phases with both new technologies and new institutions. Historically, 

former late developers (e.g., the U.S., Germany and Japan) surpassed early 
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industrializers (e.g., Britain) at a certain point of time, and then became new 

targets of emulation. It is not inconceivable that some of the newly 

industrializing countries (NICs) will be the targets of emulation in the next 

century. 

In this chapter I will, first of all, review the literature in the social 

science disciplines on the subject of state, culture and late development, 

indicating their specific strengths and weaknesses in elucidating Chinese 

experience of early industrialization. Then, I will discuss the literature of 

China specialists and historians who deal with China's early 

industrialization, emphasizing the areas that may inform the general social 

science community. Lastly, I will sketch out the main argument to be 

developed in the ensuing case studies. 

STATE, CULTURE, AND LATE DEVELOPMENT 

Those who assert the centrality of the state in economic systems 

usually draw their inspiration from Max Weber? In analyzing the capitalist 

system, Weber argues that a bureaucratic state is indispensable for the 

2 See Theda Skocpol, "Bringing the State Back In, Strategies of Analysis in Current Research" in Peter 
Evans, Dietrich Rueschemeyer, and Theda Skocpol (eds),Bringing the State Back In, Cambridge 
University Press, 1985, pp. 7; Peter Evans, Embedded Autonomy, Princeton University Press, 1995, pp. 21-
22,29-30. 
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operations of modem capitalist firms under market conditions. The state 

bureaucracy provides the basis for both the market order and continued 

rationalization of the economy.3 

Since Weber's time, late development has swept across every comer 

of the world. The experience of these nations showed that the state played a 

crucial role in effecting development. Late developers have to face a 

number of constraints, both domestic and international. In overcoming such 

constraints, the state was a key player responsible for initiating, guiding, 

implementing, and enforcing key programs of development. Late 

development is therefore conditioned on the "developmental state".4 

Economic historians such as Polanyi and Hirschman also argued that 

successful late development was not a spontaneous market process, but 

rather originated from deliberate state action.s This line of work has been 

greatly expanded by contemporary social scientists in three research 

3 Max Weber, Economy and Society, Berkeley, University of California Press, 1978, Chapter 9-11. 
4 The developmental state was first conceptulized by List and came through Gerschenkron to the modern 

readers; see Friedrich List, The National System o/Political Economy, New York, Augustus Kelley, 1966 (a 
reprint of 1885 work); Alexander Gerschenkron, Economic Backwardness in Historical Perspective, 
Cambridge, Mass., Bellknap, 1962. 

5 Karl Polanyi, The Great Trans/ormation, Boston, Beacon Press, 1957; Albert Hirschman, The Strategy 
o/Economic Development, New Haven, Yale University Press, 1958. 
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paradigms: the neoclassical tradition, dependency theory and modernization 

studies.6 

Neoclassical Tradition 

Neoclassical economics has come a long way in giving recognition to 

the role of the state in effecting late development. The work that sprang 

from microeconomics and public choice school upholds the belief that 

"unfettered market" rather than state is the real agent of development. 7 To 

them the rampant corruption or "rent-seeking" behavior of state officials are 

among the causes of an under-developed entrepreneurial class, which might 

otherwise lead the country to development. They also argue that state 

policies often suppress the "invisible hand" of the market, leading to 

persistent under-development in Africa and Latin America. Informed by the 

state failures in some African and Latin nations, some radical neoclassical 

6 For a comparative review of the state theories and development studies among neo-c1assic school, 
modernization theory and dependency school, see Adrian Leftwich (ed),New Developments in Political 
Science, Edward Elgar, 1990; also Peter Evens, Embedded Autonomy, Princeton, Princeton University 
Press, 1995, Chap. 1 and 2. 

7 William A. Niskanen, Bureaucracy and Representative Government. Chicago, Aldine-Atherton, 1971; 
Richard D. Auster, and Morris Silver, The State as a Firm: Economic Forces in Political Development. The 
hague, Martinus Nijhoff, 1979; James M. Buchanan, Robert D. Tollison, and Gordon Tullock (eds), 
Toward a Theory of Rent-Seeking Society, College Station, Texas A&M University Press, 1980; 
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theorists condemn the state bureaucracy as a primary obstacle on the path of 

development. 8 

For moderate theorists in this tradition, however, the state should be 

no more than a "nightwatchman" responsible for protecting property rights 

and enforcing contracts.9 In recent years, the neoclassical school has gained 

sophistication through the work of the Nobel Laureate Douglass North. to 

During industrial transformation, North argues, the state actions are 

essential for land reform, agrarian change, free market, capital 

accumulation, education, and exchanges with foreign capital. Development 

therefore requires a "marriage between the state and private property 

rights". However, the state should be strictly prevented from trespassing its 

boundaries. 

To summarize North's argument, the state is like a revenue-

maximizer, trading services (e.g., enforcing property rights) for revenue or 
,\ 

tax income. An efficient state will do the job necessary to receive its 

8 Hernando de Soto, The Other Path: The Invisible Revolution in the Third World, New York, Harper and 
Row, 1989. 

9 David Collander (ed), Neoclassical Political Economy: The Analysis o/Rent-Seeking and DUP 
Activities, Cambridge, Mass, Ballinger, 1984. 

10 See Douglass C. North and R. P. Thomas, The Rise o/the Western World: A New Economic History, 
Cambridge University Press, 1973; and Douglass C. North, Stntcture and Change in Economic History, 
Norton & Company, 1981. 



25 

revenue while an efficient one derives income from tax payers without 

delivering the promised services. In a rent-seeking situation, state officials 

establish an exchange relationship with different interest groups. The 

office-holders create rents for these interest groups--subsidies, state 

contracts, loans, licensing of products and trade, etc.--in order to secure 

their political support and loyalty. The state, therefore, is not a neutral 

arbiter, but a vested interest. State officials, in addition to rent-creating, are 

potential rent-seekers, too. These corrupt behaviors inevitably undermine 

the economic efficiency of resource allocation and distribution, and are 

therefore detrimental to a nation's developmental vitality. I I 

The neoclassical argument about rent-seeking behavior seeks to 

explain the corruption in late development, and the conception of a state 

"captured" by interest groups calls for a reassessment of the state-society 

relationship in developmental processes. However, to apply neoclassical 

argument to China's early industrialization, we meet with three difficulties. 

First, the neoclassical models do not conceptualize the role of the pre

existing political and economic institutions which were a major factor in 

II See Collander, Neoclassical Political Economy, pp. 2-4. 
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East/South Asia and especially in late Qing China. More than in any other 

pre-industrial Asian countries, China's traditional state and institutions were 

well entrenched. Viewing the state as a benefit maximizer, rather than as 

rooted in a complex institutional and cultural tradition, will confuse rather 

than clarify China's case. 

Second, neoclassical school ignores the role of cultural symbols, 

cognitions and norms. It fails to recognize that culture and ideology have 

great potential for easing the transition. Therefore it cannot meaningfully 

explain the phenomenon of "national campaigns" or "national crusades" in 

late development. If officialdom is seeking rents, how is it possible for the 

state apparatus to act for the collective good? If vested interests of 

incumbent officials were predominant in the system, it is hard to explain the 

broad support in official circles for a profound economic transformation. 

Third, many taken-for-granted assumptions in neoclassical models 

become questionable in China's case. Neoclassical models assume, for 

instance, that the instrumental rationality is constant in all times even 

though, as Weber has pointed out, such rationality did not prevail in non-
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capitalist societies.12 For many countries, institutions like markets and 

property rights were actually outcomes rather than causes of late 

development. They either emerged from or matured in developmental 

processes, and therefore should be explained rather than being treated 

entirely as preconditions. 

To be sure, this study argues that late development is made possible 

through institutional changes, and that such institutional changes have their 

historical roots in the past. Therefore, rather than taking the state as a 

standard revenue maximizer, it explores the question of how the state was 

acting out of tradition which both constrained and offered opportunities for 

development. The study concludes that the nature of late development is to 

create translatability between societies, but not uniformity. Therefore, the 

result of late development is not a modernity in abstraction, but a duality 

where modernity and tradition become coexistent and translatable. 

Dependency Theory 

Another school of thought that attempts to explain late development 

is dependency theory. 13 The dependency perspective argues that 

12 Max Weber, The Protestant Ethic and the Spirit a/Capitalism, New York, Scribner, 1952. 
13 The dependency theory was derived primarily from studies of Latin American countries, especially by A.G. 

Frank's Latin American: underdevelopment or revolution, New York, Monthly Review Press, 1969; F.H. 
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development proceeds in the context of a global division of labor. Nations, 

endowed with comparative advantages or disadvantages for producing 

goods and services are significantly affected by their position in the world 

system. 14 Thus dependency theory stresses the external and international 

factors in late development, and argues that the primary causes of under-

development lie in the structure of domination originating from the unequal 

political and economic relations between the "core of capitalist world 

system" and the ex-colonial "periphery". 

Some theorists suggest that transnational economic linkages may 

weaken the state capacity of the Third World countries for domestic 

accumulation, especially in the early stage oflate development. ls It is 

Cardoso and E. Faletto's Dependency and Development in Latin America, Berkeley, University of California 
Press, 1979; and T. dos Santos, "The structure of dependence", American Economic Review, 60(2), 1970); and 
H. Bernstein (ed), Underdevelopment and Development, Harmondsworth, Penguin, 1973. It later spread to 
African and contemporary Asian studies represented by W. Rodney's How Europe Underdeveloped Africa, 
London, Bogle-L'Ouverture, 1972; R. Harris (ed), The Political Economy of Africa, New York, Wiley, 1975; 
and A.K. Bagchi, The Political Economy of Development, Cambridge, Cambridge University Press, 1982. 
These studies were furthermore integrated into the more general theories of the "world system", "core
periphery" relations and "unequal exchange" as proposed by Immanuel Wallerstein, The Modern World 
System, New York, Academic Press, 1974, and The Capitalist World Economy, Cambridge, Cambridge 
University Press, 1979; by Samir Amin, Imperialism and Unequal Development, Brighton, Harvester, 1977; 
and by A. Emmanuel, Unequal Exchange: a study in the imperialism of trade, New York, Monthly Review 
Press, 1972. 

14 Michael Todaro, Economic Development in the Third World: An Introduction to Problems and Policies 
in a Global Perspective, 1977; Christopher Chase-Dunn, Global Formation: Structures of the World 
Economy, Cambridge, Mass., Basil Blackwell, 1989. 

IS Evans, 8. Peter, "Transnational linkages and the role of the state, an analysis of developing and 
industrialized nations in the post-World War 11 period", in P. B. Evans, D. Rueschemeyer and T. Skocpol 
(eds), Bringing the State Back In, Cambridge University Press, 1985. . 
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argued that the global division of labor may reshape the domestic class 

structures, social and political institutions. 16 However, the extent to which 

the world system plays a role in influencing the internal development of the 

East Asian nations is yet to be documented by empirical research. It is 

certainly questionable to stretch the dependency argument to the point of 

saying that the global condition determines a nation's developmental path. 

In fact, some research findings in dependency literature show that the 

developmental trajectory of a given nation is determined by interactions of a 

range of factors, especially those of domestic social and political 

institutions. The endowment of domestic class structures, for instance, is 

viewed as generic to a nation's developmental path. In Europe, for 

example, differences in pre-industrial agrarian class relations set East and 

West European countries on different developmental paths in their early 

industrial period. 17 The comparative advantage of each European country 

16 Albert Hirschman, "A Generalized Linkage Approach to Development, with Special Reference to 
Staples", Economic Development and Cultural Change, Vol. 25 (Supplement), 1977, pp. 67-98; Michael 
D. Shafer, Winner and Losers: How Sectors Shape the Developmental Prospects o/States, Ithaca, N.Y., 
ComeIl University Press, 1994. 

17 Robert Brenner, "Agrarian Class Structure and Economic Development in Pre-Industrial Europe",Past 
and Present, Vol. 70 (February), 1976, pp. 30-75; also see Barrington Moore, Jr., Social Origins 0/ 
Dictatorship and Democracy: Lord and Peasant in the Making o/the Modern World, Boston, Beacon 
Press, 1966. 



30 

has been traced back to specific and unique domestic conditions.18 Similar 

results have been found in Chile and other non-European countries. 19 

However, in spite of a growing awareness of domestic institutions affecting 

development, the dependency theorists have come short of recognizing that 

the engine of development lies inside rather than outside the nation state. 

The external factor is only the catalyst for internal changes. 

While the dependency perspective has sensitized us to the important 

relationship between a country's development and the global economy, I 

find the theory to be inadequate in explaining the developmental 

experiences in China and other East Asian nations. First, the role of a pre-

existing state tradition and culture, which characterized Chinese and other 

East Asian experience in early industrialization, is not conceptualized in the 

theory. This inadequacy is partly due to the theorists' concentration on 

researching post-colonial development in Latin and African countries. 

Needless to say, the state tradition and sociopolitical institutions in 

Latin and African countries were different from those in late 19th century 

18 Michael E. Porter, The Comparative Advantage of Nations , New York, Free Press, 1990; Dieter 
Senghaas, The European Experience: A Historical Critique of Developmental Theory, Translated from 
German by K. H. Kimming, Leamington Spa, Dover, N.H., Berg Publishers, 1985. 

19 Maurice Zeitlin, The Civil Wars in Chile, or the Bourgeois Revolutions that Never Were, Princeton, 
Princeton University Press, 1984. 



31 

China. Unlike in China, post-colonial state apparatuses were born into the 

world system, with their past tradition either being weak in the first place or 

significantly modified. The "entrenchment" of pre-modem institutions and 

culture was therefore absent in these countries at the time of 

industrialization. India and Japan shared some common traits with China, 

but the distinction was profound. Unlike in India, the Confucian statehood 

in China was free from colonialism, and from territorial fragmentation and 

religious division. The post-colonial Indian state bureaucracy was shaped 

by the former British rule?O The scale and scope of the Chinese state 

bureaucracy were also considerably larger and more sophisticated than 

those in Japan. The Japanese central bureaucracy was formed during the 

Meiji Restoration rather than prior to its industrial era. At the onset of 

industrialization, both India and Japan had less concern about the persistent 

"residue problems" from pre-modem institutions than late Qing China did. 

However, it should be pointed out that sophisticated state systems are 

developed in many countries in the post-colonial era. These countries 

emerging with their recent state tradition and rediscovered cultural legacies 

20 Pranab Bardhan, The Political Economy of Development in India, Oxford, Basil Blackwell, 1984. 
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will have to face their own "residue problems" in the ongoing process of 

late development. In other words, their recent entrenched state structure and 

cultural tradition will become "sticky" in the face of developmental 

-
transformation, and the developmental outcomes will not be determined 

entirely by the world system, but will be attributable to the "local logics" 

rather than "global logics". Indeed, some empirical findings have already 

suggested that the impact of the global economy on late developers has 

lessened as these countries leave the early stages of post-colonial 

development. 21 

Because the phenomena of late development burdened by 

incompatible tradition and institutions are not adequately theorized, the case 

of China's early industrialization may provide a unique angle for tackling 

the issue. The dependency perspective lacks sophisticated conceptions of 

the state and institutional tradition, and this inadequacy has restricted its 

ability to explain the developmental experience of East Asian NICs in sharp 

contrast to the Latin American countries.22 In order to counter its "East 

Asian Waterloo", the dependency tradition must stress the centrality of the 

21 Michael D. Shafer, Winner and Losers, 1990. 
22 For a review, see Robert Wades, Governing the Market: Economic Theory and the Role o/Government 

in East Asian Industrialization, Princeton, Princeton University Press, 1990. 
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state and "sticky" institutions rather than focusing exclusively on trade and 

output structures in the global economy. 

As a step in this direction, this study argues that the world system was 

catalyst rather than the engine of China's early industrialization. The state 

tradition and culture played a prominent role in shaping its development 

processes. Moreover, rather than taking trade as a primary avenue through 

which the world system exerted its influence, the study draws attention to 

the issue of "institutional mutations" at the Chinese treaty ports, where the 

western capitalist system mingled with traditional Chinese institutions. The 

study suggests that foreign influence on China's developmental processes 

was largely conditioned upon the paradoxical situations of the state's role 

and culture. 

Modernization Studies 

Loosely grouped together, modernization studies analyze social 

changes in the industrial era.23 Although there is some overlap, the 

23Modernization theories relevant to development are wide-ranging and innumerous. The following selection 
reflects an particular interest in cultural and institutional analysis, Karl Polanyi, The Great Transformation, 
Boston, Beacon Press, 1957; Barrington Moore, Social Origins of Dictatorship and Democracy: Lord and 
Peasant in the Making of the Modern World, Boston, Beacon Press, 1967; A. Inkeles and D. Smith, Becoming 
Modern: Individual Change in Six Developing COllntries, Harvard, 1974; G.A. Almond and J.S. Coleman 
(eds), The Politics of the Developing Areas, Princeton University Press, 1960; Reinhard Bendix, Kings or 
People: Power and the Mandate to Rille, Berkeley, University of California Press, 1978; G. Hyden, No 
shortcllts to progress: African development management in historical perspective, London, Heinemann, 1985; 
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modernization perspective differs from dependency models in that it 

recognizes development as a primarily domestic process, rather than 

derivative of international relations. Moreover, modernization studies, in 

contrast with neoclassical tradition, shift emphasis from output structure 

onto the roles of culture and institutions. 

Both Marx and Weber are taken seriously, and their conceptions of 

class structures and rationality are frequently revisited by modernization 

theorists. During the last three decades, however, the role of the state and 

institutions in modernization processes has become one of the most 

investigated subjects in historical sociology?4 However, with a few 

exceptions, these works concentrate on the evolution of political systems as 

D. Booth, "Alternatives in the restructuring of state-society relations, research issues for tropical Africa", IDS 
Bulletin, 18(4), Oct. 1987; F.C. Deyo (ed), The political economy of the new Asian industrialism, Ithaca, 
Cornell, 1987; Stephen Skowronek, Building a New American State: The Expansion of National 
Administrative Capacities, 1877-1920, Cambridge University Press, 1982; Eleanor Westney, Imitation and 
Innovation: The Transfor of Western Organizational Patterns to Meiji Japan, Cambridge, Mass., Harvard 
University Press, 1987; Eiko Ikegami, The Taming of the Samurai: Honorific Individualism and the Making 
of Modern Japan, Cambridge, Mass., Harvard University Press, 1995. 

24 Perry Anderson, Lineages of the Absolute States, London, New Left Books, 1974; Charles Tilly (ed), 
The Formation of National States in Western Europe, Princeton, Princ~ton University Press, 1975; 
Gianfranco Poggi, The Development of the Modern State: A Sociological Introduction, Stanford, Stanford 
University Press, 1978; Stephen Skowronek,Building a New American State: The Expansion of National 
Administrative Capacities, 1877-1920, Cambridge, Cambridge Univeristy Press, 1982; Anthony Giddens, 
The Nation-State and Violence, Berkeley, University of California Press, 1985; Michael Mann, The 
Sources of Social Power (IJ, Cambridge, Crambridge University Press, 1986; Michael Mann,State, War, 
and Capitalism, Oxford, Basil Blackwell, 1988; Charles Tilly, Coercion, Capital, and European States, 
A.D. 900-1990, Cambridge, Basil Blackwell, 1990; Brian M. Downing, The Military Revolution and 
Political Change: Origins of Democracy and Autocracy in Early Modern Europe, Princeton, Princeton 
University Press, 1992. 
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exemplified by the works of Charles Tilly and Anthony Giddens. These 

studies have wide theoretical and empirical implications, but have not fully 

crossed over to the analysis of changes in economic institutions?5 

Those that did make a cross-over throws light on the issue. 

Skowronek's study on state-led modernization movement in the United 

States during 1877-1920 is a case in point. 26 In the book, he argues that 

sporadic, disruptive events or crisis situations challenge the control 

structure of the state, and may force the state apparatus to expand into new 

realms of activities through modernization projects?7 The state-building, he 

observes, is inevitably integrated with modernization projects. Moreover, 

the interaction between the state and society is the mechanism as well as the 

engine for industry-building and institutional change. By implication we 

may further argue that, if industry-building is unable to articulate with state-

building efforts, it is likely to face greater difficulty in survival or further 

growth. In other words, an industry-building project has better chances to 

succeed if compatible and articulated with state transformation. 

25 See the preceding two notes. 
26 Skowronek, Stephen, Building a New American State: The Expansion of National Administrative 

C'!f.acities, 1877-1920, Cambridge University Press, 1982. 
2 Ibid, pp 10-11. 
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In a similar vein, Westney portrays the Meiji state as an organization-

creating organization, which provided blueprints and resources for building 

modem police, postal system and newspapers.28 But their actual success 

depended on imitating western models and then innovating them with 

indigenous cultural resources. In portraying this process, Westney presents 

the problem of "embedding" alien forms of organizations in a traditional 

environment. The "embedding" process is not pre-determined or 

guaranteed to succeed. Rather, it requires genuine efforts by both the state 

and social groups to "innovate" critical links between tradition and 

modernity, and between state initiatives and social participation. 

Though both Skowronek and Westney's works prove insightful in the 

sources of institutional changes for development, caution must be taken 

when drawing parallels with the Chinese experience. Neither the 

Americans nor the Japanese met with strong resistance from an entrenched 

state bureaucracy and cultural legacies as in the Chinese did in transforming 

pre-modem economic institutions. The preceding state structures in 

America and Japan were not as nearly sophisticated or trapped in formal 

2BO.E. Westney, Imitation and Innovation: The Transfor a/Western Organizational Patterns to Meiji Japan, 
Harvard University Press, 1987. 
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institutions as China's state system was. America was then much less 

entangled in the kind of institutions restraining the hands of European state 

builders.29 The same was true with the Meiji Japan where Samurai class 

tried to build a centralized state system in absence of entrenched and pre-

existing bureaucracy.3o Similarly, we find institutions well entrenched in the 

cultural areas in China, giving more resilience to the role of culture than in 

the cases of America and Japan. 

At a deeper level, therefore, the Chinese case poses a challenge to the 

state models developed in modernization studies. Currently these state 

models are largely drawn from the western experiences, stressing formal 

state organizations and legal frameworks. They have not paid enough 

attention to non-western state tradition and political cultures. This study 

tries to balance such inadequacy, and argues that, in absence of a western 

legal tradition, the Chinese state relied primarily on a set of networks and 

practices which served as "points of integration" for social actors in both 

state and society. Therefore development was locked into this web of 

29 See, for example, Brian M. Downing, The Military Revolution and Political Change: Origins of 
Democracy and Autocracy in Early Modern Europe, Princeton, Princeton University Press, 1992. 

30 Eiko Ikegami, The Taming of the Samurai, Harvard University Press, 1995. 
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relations and institutions in a Simmelian sense,31 and was conditioned on 

restructuring resource flows based upon institutional "embedding", 

"bridging" and "linking" actions. To theorize the role of China's unique 

tradition and culture in development, it is necessary first of all to tum to the 

specialist studies on China's early industrialization. 

STUDIES ON CHINA'S EARLY INDUSTRIALIZATION 

For decades China specialists in the west and scholars on both sides 

of the Taiwan Strait have debated on how to interpret the origins, processes, 

and consequences of China's early industrialization in late the Qing period 

(1861-1909). Though the focus in these debates shifted in time, the basic 

issues remain the same over the years. Stressing its theoretical orientations, 

however, we may divide this body of literature into three groups: Marxism, 

culturalism, and economic growth models. 

China's early industrialization took place at a troubled time. The 

Qing dynasty faced drastic internal decline in the wake of the Taiping 

Rebellion (1851-64).32 Externally the dynasty had lost the Second Opium 

31 See Georg Simmel, Conflict and the Web o/Group-Affiliations, translated by Reinhard Bendix, New 
York, the Free Press, 1955. 

32 Luo Er-gang (Lo Erh-kang),taiping tiangllo shigang, Shanghai, 1937; Philip A. Kuhn, "The Taiping 
Rebellion" in John K. Fairbank (ed), The Cambridge History o/China, Vol. 10, Cambridge, Cambridge 
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War (1856-60), ending in the occupation of Beijing by foreign powers. 

Unequal treaties were imposed on China that sent shock waves to the 

foundation of the social order.33 To reverse the trend of disintegration, the 

Qing rulers started to introduce reforms aimed at modernizing its military 

establishment during the Tongzhi Reign (1862-74), expanding into more 

explicit efforts at industry building and institutional reforms in the Guangxu 

Reign (1875-1909).34 The Chinese historians have traditionally called the 

most dynamic years between 1872-95 the period of "Restoration" 

(Zhongxing) or "Self-strengthening Movement" (ziqiang yundong), which 

roughly paralleled the Meiji Restoration of Japan, but with very different 

consequences. Scholars in mainland China often use the term "Foreign 

Affairs Movement" (yangwu yundong) to refer to the same thing.35 

The Marxist Views 

University Press, 1978; Rudolf Wagner, Reenacting the Heavenly Vision: The Role 0/ Religion in the 
Taiping Rebellion, Berkeley, Univeristy of Cali fomi a Press, 1984. 

33 D. Bonner-Smith and W. R. Lumby, The Second China War, 1856-1860, London, 1954; Jiang 
Mengyin, di er ci yapian zhanzheng, Beijing, 1965. 

34 For an overview of the Self-Strengthening movement, see Immanuel C. Y. Hsu,The Rise o/Modern 
China (5th Edition), Oxford, Oxford University Press, 1995, Chap. 11; also Kwang-ching Liu, "The Ch'ing 
Restoration" in J. K. Fairbank (ed), The Cambridge History o/China: Vol. 10, Cambridge, Cambridge 
University Press, 1978, pp. 409-490. 

35 For a discussion ofthe terms "Restoration" and "Self-strengthening" and their connotations, see David 
Pong, Shen Pao-chen and China's Modernization in the Nineteenth Century, Cambridge, Cambridge 
University Press, 1994, pp. 21-23 . 
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Here the Marxist perspective refers to a body of literature dealing 

with China's early industrialization, produced by scholars on mainland 

China. They work under the strong influence of Marxist theories and 

official Maoist ideology.36 Early in 1940s, Mao had argued that China was 

unable to foster capitalism during the late Qing and early Republican eras 

due to the survival of feudalism paralleled by imperial aggression.37 Mao 

used the term "semi-feudalism and semi-colonialism" to capture the unique 

historical conditions in which industrialization was suppressed.38 

Within the general limit of the official ideology and Marxist basic 

conceptions, Chinese scholars actively pursued the subject of late Qing 

industrialization from a wide range of angles, especially in the post-Mao era 

when official control of the academic discussions became less restrictive.39 

To these scholars, the self-strengthening efforts by the Qing rulers took 

place at an important juncture when China's social system was transforming 

36 For an overview ofthe official ideology control and intellectual work, see James R. Townsend and 
Brantly Womack, Politics In China, Boston, Little, Brown and Company, 1986. 

37 Mao Zedong, "Xin minzhu zhuyi lun", in Mao Zedong,Mao Zedong xuanji, he ding ben (1-4), Beijing, 
Renmin, 1967, pp. 623-670. 

38 ibid, pp. 636. 
39 For an overview ofDeng's era and political change, see Harry Harding,China's Second Revolution: 

Reform after Mao, Washington, D.C., The Brookings Institution, 1987. 
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from feudalism to semi-feudalism and semi-colonialism.40 However, they 

disagree on whether these early industrial efforts planted the seeds of 

capitalism in China, or whether they just tinkered with the old feudal 

structure. These differences have implications for formulating research 

questions concerning the origins, the processes and consequences of 

China's early industrialization. They also give rise to the division between 

a sympathetic and unsympathetic views of the self-strengthening movement. 

Those unsympathetic to the self-strengthening view the Qing efforts 

as feudalist in nature and the movement as an effort by the ruling class to 

reverse the downfall offeudalism.41 They argue that the self-strengthening 

movement resulted from social tensions and crisis of the feudal system, both 

internal and external. Internally, the class struggles between the feudal 

lords and peasantry intensified after the brutal suppression of the Taiping 

Rebellion. The economy was near bankruptcy, and the ruling class was 

weakened by the internal conflicts among different ethnic groupS.42 They 

40 For a review of Marxist perspective, see Xu Zifeng, "yangwu yundong xingzhi yu zuoyong yanjiu 
shuping", in Jing Youquan, Song Qianggang, and Hu Fan (eds),Zhongguo /ishi yanjiu zhuanti shuping, 
Heilongjiang, Renmin, 1990. 

41 Hu Sheng, Diguo zhuyi yu zhongguo zhengzhi, Beijing, Renmin, 1952; Fan Wen Ian, Zhongguo jindai 
shi, Beijing, Renmin, 1962; Mo Anshi, Yangwuyundong, Beijing, Renmin, 1956. 

42 E Shiyong, "Xian shijieji maodun wei zhu, hou shi tongzhijituan zhijian de maodun wei zhu"$hehui 
kexlle jikan, No.1, 1981. 
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contend that these industry building efforts were initiated by the state 

officials who had a clear political agenda of maintaining the feudal order, 

while resisting the historical trend of capitalist transformation. Externally, 

the self-strengthening movement sought to diminish threats to the regime 

from foreign powers, which had increased their aggressiveness in military 

and economic spheres. They argue that, in the aftermath of the two opium 

wars and unequal treaties, foreign capital was able to increase its economic 

colonization of China, while undermining the self-sustained feudal 

economy.43 

Building on the Leninist theory of imperialism and Marx's writings 

on the Asiatic mode ofproduction,44 they suggest that the self-strengthening 

movement represented a convergence of interests between the Qing rulers 

and foreign capital. 4S As a result, these industrial efforts linked feudal 

social structure to the needs of western imperialism, but they did not foster 

capitalism in China, simply because there was no bourgeois class in China 

43 Hu Sheng, Cong yapian zhanzheng dao wu si Yllndong, Beijing, Renmin, 1983; for a comment on Qing 
dynasty's closed-door economy, see Xie Junmei, "Lun qingdai de bi guan znengce",Lishijiaoxlle, No. 10, 
1979. 

44 V. I. Lenin, On Imperialism, 1915; for a discussion of the impact of Asiatic mode of production on 
Qing China, see Li Xun, "Ming qing shiqi ziben znuyi mengya faman dejieduan xingji qi tezneng",Dong 
bei shi da xuebao, No.6, 1981. 

4S The cooperation between the Qing state and foreign powers to suppress the Taiping RebeIIion was often 
mentioned to corroberate such contentions. 
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to act as the agent of industrial change. Moreover, the self-strengthening 

movement stunted the growth of both the national economy and a bourgeois 

class. It sunk China deeper into the plight of semi-colonialism and semi-

feudalism.46 

Though the unsympathetic view has sensitized us to the imprint of 

previous social structures on the self-strengthening movement, it leaves 

unexplained the institutional changes that did occur during the period. 

Moreover, many key concepts, including feudalism and semi-feudalism, 

lack empirical grounding and are poorly defined. The theory becomes a 

number of useless stereotypes. 

For those Chinese scholars who take a sympathetic view of the self-

strengthening movement, the late Qing industry building marked the 

beginning of China's industrial revolution. Though it was a failed 

revolution, the seeds of capitalism were planted. Li Da, an early theorist of 

the Communist Party, was among the first to analyze China's early 

46 This side of views were expressed during a public debates in China's academic quarters in the early 
1980s. See, for examples, Jiang Duo and Huang Yifeng, "Chong ping yangwu yundong" /.-ishi yanjiu, No. 
2, 1979; Liu Xiaoguang, "Yangwu yundong bu gai kending" ,Liaoning shi yuan xuebao, No.6, 1980; 
Huang Yifeng and Jiang Duo, "Yangwu yundong zong lun",xueshllyue lean, No.1, 1983; Huang Yifeng 
and Jiang Duo, "Ruhe zhengque pingjia yangwu yundong" ,Hongqi, No.7, 1984; Fang Heng, "Cong 
zhongguo renmin fan di fan fengjian douzheng kan yangwu yundong" ,Jiangxi daxue xuebao, No. I, 1984. 
For empirical evidence supporting this line of argument, see Mou Anshi, "Guanyu yangwu yundong de ji ge 
wenti", Jilin Daxue xuebao, No.3, 1981. 
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industrialization in the Marxist perspective.47 He argues that the self-

strengthening movement ushered into China's industrial era in two ways. 

First, the self-strengthening marked a turning point where the economy 

began to shed off the "feudal overcoat', and to absorb modem industrial 

practices. Second, a number of modem enterprises were established with 

Chinese rather than foreign capital. The reason these efforts did not lead to 

a full scale industrial revolution, he argues, was the dual pressures from 

foreign capital and feudal forces. However, Li did not explain how 

capitalist practices were "absorbed" into the Chinese economic system, nor 

did he identify any institutional break-throughs in this transition. 

In the 1980s, more studies were conducted on the relationship 

between the self-strengthening movement and the birth of China's 

capitalism.48 They argued that the self-strengthening had moved China's 

economy from traditional hand-making to modem manufacturing, thereby 

introducing elements of more progressive production relations.49 In 

47 Li Da, Zhongguo chanye geming gaikuang. 1929; Li Da, Zhongguo xiandai jingji shi gai guano 1935. 
48 See, for example, Lu Wencai, "Yangwu yundong yu zhongguo ziben zhuyi",xinjiang daxue xuebao. 

No.3, 1985; Du Jingguo, "Fengjian guaniiao de zi jiu yaofang--yangwu yundong",Wen shi zhishi. No.1, 
1983; An Jingbo, "Ye tan yangwu yundong yu zhongguo minzu ziben zhuyi de guanxi wenti"peifang /un 
congo No.6, 1985. 

49 Li Shiyue, "Zhongguo jindai shi zhuyao xiansuo ji biaoshi zhi wo jian",Lishi yanjiu. No.4, 1984. 
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addition, the movement was eye-opening to the general public, and prepared 

a common ground for learning from the west, and for experimenting with 

western institutions on the Chinese soil. 50 Though these works identified 

some specific achievement during this period, they nevertheless are unable 

to sharpen their analytic tools for more fruitful empirical studies. Wrapped 

in the abstract terminology of Marxism, they have generated few 

propositions testable with empirical data or case studies. 

These two variants of the Marxist tradition need improved 

conceptions of the state, culture and institutions. Instead of using "state" 

interchangeably with "ruling class", it is necessary to bring more 

sophistication to the role of the state in China's early industrialization. 

Second, sophisticated cultural analysis, rather than relying on a base-

superstructure correlation, must be an added dimension for understanding 

the Chinese experience of industry building. Third, much fine-tuning is 

needed to deal with institutions and institutional change underlining the 

economic transformation. On top of these, the state, culture and institutions 

must be made relevant to each other in explaining China's industrial 

50 Li Xisuo, "Yangwu yundong yu renshi shijie",Shi xueji /can, No.1, 1983; Zhao Chunchen, "1874-
1875 qing zhengfu de hai fang yi--jian tan dui yangwu yundong he yangwu pai de ji dian kanfa"Xi bei 
daxue xuebao, No.2, 1983. 
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achieve. 

Culturalist Perspective 

46 

Under the term "culturalism", I hope to capture the insight rendered 

by those specialists who address the cultural mutations inherent in China's 

early industrialization. These studies are good at three things: a) 

understanding the cultural debates and ideological issues during China's 

early industrialization, b) researching the cultural origins and logics of 

industrial change, and c) looking for the cultural roots of failed industrial 

attempts. The central theme, though, is to assess the relationship between 

Chinese and Western cultures at the time when China was modernizing its 

socioeconomic structures. Two contrasting views on the role of the culture 

in development persist in this community. One view condemns the Chinese 

culture as preventing development, and the other argues that the Chinese 

culture plays a positive role in development. 

The negative view on the role of culture became prominent with the 

publication in 1957 of Mary Wright's brilliant study of the Tongzhi 
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Restoration in 1862-74.51 She argues that behind the self-strengthening 

movement was a true agenda by the Confucian conservatives to restore 

China's cultural tradition. Restoration rather than modernization was the 

central goal of the late Qing reforms, even though western technology and 

manufacture were introduced on a limited scale. The reform movement 

failed simply because the reformers could not tum the clock backward. The 

dynastic system did not improve as the conservatives desired. Moreover, 

the modernization measures introduced during the reforms were destined to 

fail because modernity was unable to take roots and survive in an 

Confucianist cultural environment. They were incompatible. Wright's 

conclusion was echoed by Joseph Levenson and others, who examines the 

Chinese cultural tradition in much wider expanses, but came to a similar 

conclusion. 52 

However, Wright's argument has been challenged by scholars who 

demonstrate that traditional Chinese culture was quite compatible with 

western science and technology; western institutions were even viewed 

51 Mary C. Wright, The Last Stand o/Chinese Conservatism: The T'ung-chih Restoration, 1862-1874, 
Standford, University of Stanford Press, 1957. 

52 Joseph R. Levenson, Confucian China and Its Modern Fate: A Trilogy, Berkeley, University of 
California Press, 1968; John Meskill, The Pattern o/Chinese History: Cycles, Development, or 
Stagnation? Boston, 1966. 



48 

favorably by scholars of the Confucianist community in late Qing China.53 

Some argue further that the capacity for absorbing western ideas and 

institutions existed not only in the Confucian discourse, but in the late Qing 

bureaucratic organizations. 54 Many late Qing officials, and the self-

strengthening leaders in particular, were shown to be double-crossing to 

both Chinese and Western cultures; they had a talent in finding legitimacy 

for modernization reforms in Confucianist teachings. Contrary to Wright's 

argument, the Confucian doctrines were shown to be capable of being 

inclusive to western ideas and institutions. 55 

Over the years, both sides of the arguments have had a profound 

influence on the research into China's early industrialization. They have 

infused a degree of cultural sensitivity such that greater attention is paid to 

the cultural meanings of individual behavior. However, in spite of the 

53 Feng Youlan, Zhongguojindai sixiang shi lunwenji, Shanghai, Remin, 1958; Wang Erh-ming, "Rujia 
chuantong yujindai zhong xi si chao zhi hui tong",xinya xueshujikan, (New Asia Academic Quarterly), 
No.2, 1979, pp. 163-178; Jane Leonard, Wei Yuan and China's Rediscovery of the Maritime World, 
Cambridge, Mass., Harvard University Press, 1984; Steven A. Leibo, Transferring Technology to China: 
Prosper Giquel and the Self-strengthening Moverment, Berkeley, University of California Press, 1985. 

54 Thomas A. Metzger, The Internal Organization ofCh'ing Bureaucracy: Legal, Normative, and 
Communication Aspects, Cambridge, Mass., Harvard University Press, 1973; Thomas A. Metzger,Escape 
from Predicament: Neo-Confucianism and China's Evolving Political Culture, New York, 1977. 

55 David Pond and Edmund S. K. Fung (eds),Ideal and Reality: Social and Political Change in Modern 
China, 1860-J 949, Lanham, Md., 1985; Jonathan Porter, Tseng Kuo-fan 's Private Bureaucracy, Berkeley, 
University of California Press, 1972; Gideon Ch'en,Lin Tse-hsu: Pioneer Promoter of the Adoption of 
Western Means of Maritime Defense in China, Beijing, 1934; Paul A. Cohen, Between Tradition and 
Modernity: Wang Tao and Reform in Late Ch'ing China, Cambridge, Mass., 1974. 
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publications of a number of fruitful case studies on the self-strengthening 

movement,56 the issue is far from being resolved. The role of traditional 

culture in China's early industrialization, as these cases show, was both 

ambivalent and paradoxical. Assessment of the cultural role was entangled 

in complex historical situations. The levels of analysis are often confused. 

A cultural resource, positive at individual level, may tum out to be negative 

at a group level. Moreover, the role of the traditional culture may 

simultaneously be constraining and enabling in some situations. The same 

ambivalence and paradox were found in both the leaders and the projects of 

the self-strengthening movement. 57 

In short, the field has not come up with an overarching conception of 

the role of culture in facilitating or blocking economic change. To help 

achieve this goal, this study explores cultural factors that contributed to the 

56 S. A. M. Adshead, The Modernization of the Chinese Salt Administration, 1900-1920, Cambridge, 
Mass., 1970; Knight Biggerstaff, The Earliest Modern Government Schools in China, Ithaca, Cornell 
University Press, 1961; Frank H. H. King, Money and Monetary Policy in China, 1845-1859, Cambridge, 
Mass., 1965; John L. Rawlinson, China's Strugglefor Naval Development, 1839-1895, Cambridge, Mass., 
1967; John C. Stanley, Late Ch 'ing Finance: Hu Kuang-yung as an Innovator, Cambridge, Mass., 1961; 
Thomas L. Kennedy, The Arms of Kiangnan: Modernization in the Chinese Ordnance Industry, 1860-1895, 
Boulder, Colo., 1978; David Pong, Shen Pao-chen and China's Modernization in the Nineteenth Century, 
Cambridge, Cambridge University Press, 1994. 

57 Jonathan K. Ocko, Bureaucratic Reform in Provincial China: Ting Jih-ch 'ang in Restoration Kiangsu, 
1867-1870, Cambridge, Mass., 1983; W. L. Bales, Tso Tsung-t'ang: Soldier and Statesman of Old China, 
Shanghai, 1937; Paul A. Cohen, Between Tradition and Modernity: Wang T'ao and Reform in Late Ch'ing 
China, Cambridge, Mass., 1974; Alicia Little, Li Hung-chang: His Life and Times, London, 1903; 
Jonathan L. Porter, Tseng Kuo-fan's Private Bureaucracy, Berkeley, 1972. 
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economic order, and argues that the changes in symbols, cognition and 

norms did make a difference in China's developmental processes. These 

cultural changes were brought about by a combination of individual 

creativity and institutional transformation. The study tries to understand 

how cultural changes helped to shape the course of development. 

Industrial Growth Perspective 

The industrial growth perspective refers to the work by scholars 

who specialize in the reconstruction of standard economic data concerning 

China's early industrialization. Trained as economic historians, they 

emphasize changes in output structure in describing China's early 

industrialization. The explanatory rationale behind their apparently 

objective narration is a general truism that industrialization is essentially a 

process of westernization based on successful industry building projects.58 

Their findings however usually contradict the image, shared among 

the Marxist and culturalist scholars, that late Qing industrialization was a 

failure. Remarkable achievement was recorded for this period despite 

S8 Though their research reflects minimal interest in the theoretical debates discussed above, it does not 
mean that the Marxist and Culturalist perspectives cannot influence their work in direct or subtle ways. 
Moreover, there is no clear cut between this literature and the works deriving from the two perspectives 
presented above. 
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serious inadequacies in those industrial projects.59 Late Qing's industrial 

efforts did not save the dynasty from being overthrown, but they did lay the 

ground work for profound industrial change. In other word, from the point 

of view of the whole society, rather than from that of dynastic leaders, the 

change was real and wide-ranging.6o Industrialization occurred in three 

important areas: the state sphere, non-state sectors and foreign business 

sphere at the treaty ports. 

In the state sphere, progress was made in both technology transfer 

and manufacturing capacity in the military industry.61 Paralleling to the 

ordnance industry, modernization programs--in navigation, mining, 

railroads, telegraph and postage--all made impressive advances in late Qing 

period.62 This was also the time when modem educational institutions were 

59 Quan Hansheng, "Jiawu zhanzheng yi qian de zhongguo gongye hua yundong" ?hongyang yanjiu yuan 
Iishiyuyanyanjiusuojikan, Vol. 25, No.6, 1954; Zhang Yufa,Jindai zhongguo gongye/azhan shi (1860-
1916), Taipei, Guiguan, 1992; Fu Yuecheng, "Jindai zhongguo jingji xingtai de yanjin",Zhongshan xueshu 
wenhuajikan, No.7, 1971. 

60 Li Ting-i, "The First Cultural and Social Refonn Movement in Modem China",Shou Luo xianglin 
jiaoshou lunwenji, Taipei, 1970. 

61 Wang Erh-min, Qingji hinggongye de xingqi, Taipei, 1963; John L. Rawlinson, China's Struggle/or 
Naval Development, 1839-1895, Cambridge, Mass., 1967; Thomas L. Kennedy, The Arms 0/ Kiangnan: 
Modernization in the Chinese Ordnance Industry, 1860-1895, Boulder, Colo., 1978; David Pong, Shen 
Pao-chen and China's Modernization in the Nineteenth Century, Cambridge, Cambridge University Press, 
1994. 

62 Lu Shiqiang, Zhongguo zaoqi de lunchuan jingying, Taipei, 1962; Albert A. Feuerwerker, China's 
Early Industrialization, Harvard, 1958; Zhang Houquan, Zhaoshangju shi, Shanghai; Li Guoqi, Zhongguo 
zaoqi de tielujingying, Taipei, 1961; Wang Shuhuai, "China's Modernization in Communications, 1860-
1916", Zhongguojindaijingjishi huiyi lunwenji, Taipei, 1978; Ellsworth C. Carlson, The Kaiping Mines, 
1877-1912, Cambridge, Mass., 1957; Cheng Ying-wan, Postal Communication in China and Its 
Modernization, 1860-/896, Cambridge, Mass., 1970. 



52 

first introduced in China, generating human resources needed to promote 

"western affairs" (yangwu).63 However, it is less clear what role the state 

played in promoting progress across these industrial fields. 

Some scholars portray the state as a burden to China's new ventures, 

arguing that the corrupt practices of officials and the monopoly of the state 

enterprises contributed to stifling industrializing energy.64 However, other 

scholars argue that the state apparatus was the agent of late Qing industrial 

change. The state was seen as the midwife of China's first industrial 

enterprises, and its initial funding support and monopolistic protection for 

the new enterprises against foreign competition was essential. 65 But a 

survey of the case studies on China's early industrialization may lead to a 

paradoxical image of the state's role. The state was a source of solutions as 

well as problems. It initiated changes but also caused stagnation in the new 

63 Sun Zihe, Qingdai tongwenguan zhi yanjiu, Taipei, Jianxin, 1977; Su Jing, Qingji tongwenguanji qi 
shi sheng, Taipei, 1985; Knight Biggerstaff, The Earliest Modern Government Schools in China, Ithaca, 
Cornell University Press, 1961; Li Zhigang, Rong Hongyujindai zh:mgguo, Taipei, Zhengzhong, 1981. 

64 Dwight H. Perkins, "Government as an Obstacle to Industrialization, The Case of Nineteenth-Century 
China", Journal of Economic History, 27(4), (December), 1967, pp. 478-92. 

6S SU Yunfeng, "The role of the Government in the Emergence of Heavy Industry in China, 1862-1911, A 
Comparative Study of Hupeh and Kiangsu Provinces'"Zhongyang yanjiuyuanjindaishi yanjiusuo jikan 
(Taipei), 8(10), 1979. 



53 

industries. There was too much as well as too little of the state in matters of 

regulating the economy.66 

Given that most modernization projects were promoted by a few high 

powered individuals, some scholars treat the state's role as derivative of 

individual traits and personal experiences, thereby stressing the 

idiosyncratic nature rather than institutionalized patterns of the state 

behavior.67 To overcome this difficulty, some scholars concentrate on the 

power relations among different groups and individuals, thereby arguing 

that the self-strengthening movement originated from internal power 

structures. Regional leaders, seizing the opportunities provided by a 

weakened imperial court, tried to use industrialization to strengthen their 

power bases in order to compete with other regional or factional rivals. 

This led to poor cooperation and coordination of the industrial projects. 

Thus "regionalism", or conflict with the center, is often identified as a main 

66 This ambivalent and paradoxical view of the state is present in a number of studies. See, for example, 
Albert Feuerwerker, China's Early Industrialization, Cambridge, 1958; Zhang Yufa,Jindai zhongguo 
gongyefazhanshi, 1860-1916, Taipai, 1992; Zhang Hou-quan,Zhaoshangju shi, Shanghai; Zhang Guohui, 
Yangwu yundon yu zhongguo jidai qiye. 

67 See, for example, Feuerwerker, China's Early Industrialization: Sheng Hsuan-huai and Mandarin 
Enterprise, Harvard University Press, 1958; David Pong, Shen Pao-chen and China's Modernization in 
the Nineteenth Century, Cambridge, 1994; Paul Cohen, Between Tradition and Modernity: Wang Tao and 
Reform in late Ch'ing China, Cambridge, 1974; Alicia Little, Li Hung-chang: His Life and Times, London, 
1903; John Stanley, Late Ch 'ing Finance: Hu Kuang-Ylln as an Innovator, Cambridge, 1961. 
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factor explaining both the rise and fall of late Qing industrial programs.68 

But these studies have not produced satisfactory interpretations of the 

state's role in the self-strengthening movement beyond an idiosyncratic and 

ad hoc explanation. The lack of a more sophisticated conception of the 

Qing state and its institutions is a major obstacle to advancing the research 

in the state sector. 

To address these problems, this study emphasizes those institutions 

that conditioned state actions, thereby separating state actions from the 

idiosyncratic choices of high-powered officials. It is through these 

institutions that the choices of the state officials were both constrained and 

facilitated. The institutionalized aspects of the state behavior---their origins 

and evolution---are returned to the center of analysis. 

The non-state sectors refer to the spheres of traditional economic 

activities, particularly those undergoing industrial changes. The research in 

these areas is rather sketchy, and has focused primarily on how 

industrialization has devastated China's traditional economy, thus paying 

little attention to the question of transition. The traditional cloth making is 

68 Stanley Spector, Li Hung-chang and Huai Army: A Study in Nineteenth Century Chinese Regionalism, 
Seattle, Wash., 1964. 
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an example in point. We know more of its decline than its transition at the 

dawn of industrialization.69 The organization of the salt industry and money 

exchanges also went through a transformation from tradition to modernity, 

but it is not clear what factors were crucial for this transition.7o Similarly, 

we know that changes took place in the rural class relations and the gentry's 

role in local life, but it is not clear whether this was specifically connected 

to the industrial changes.71 

As a step to solve these puzzles, this study explores the origins of 

those institutional mechanisms that linked the traditional economy and 

emerging industries as China began the process of economic modernization. 

It tries to understand how social groups in traditional sector were brought 

into the process of industrialization. For until we have a better knowledge 

of the organizational and institutional processes linking tradition and 

69 Van Zhongping,Zhongguo mianfangzhi shigao, 1963; Samuel C. Chu, "Chang Chien and the Founding 
of the Dah Sun", Qinghua xuebao, Vol. 2, No.1, 1960; Qi Shihao, "Jiangsu de sanjia fangzhichang-
zhongguo gongye xiandaihua de ge an yanjiu",Furen xuezhi, Vol. 13 (6), 1984; Lillian M. Li, China's Silk 
Trade: Traditional Industry in the Modern World, 1842-1937, Cambridge, Mass., 1981. 

70 S. A. M. Adshead, The Modernization of the Chinese Salt Administration, 1900-1920, Cambridge, 
Mass., 1970; Zheng Yifang, "Shijiu shiji mo er shi shiji chu de shanghai qianzhuang ye--zuzhi xitong de 
yanjiu", Zhongguo !isM xuehui shixue jikan, 12(5), 1980. 

71 Chang Chung-li, The Chinese Gentry: Studies on Their Role in Nineteenth-Century Chinese Society, 
Seattle, Wash., 1955; Chang Chung-li, The Income of the Chinese Gentry, Seattle, Wash., 1962; Hsiao 
Kung-chuan, Rural China: Imperial Control in the Nineteenth Century, Seattle, Wash., 1960. 
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modernity, it is hard to understand the evolution of Chinese traditional 

economy. 

The third sector,joreign business enclaves at the seaports, has been 

the subject of many pUblications.72 That the foreign business was a 

powerful presence is not in question, but its role in China's early 

industrialization is highly controversial. Some argue that foreign business 

played a pivotal role in transferring technology and modem management 

skills to China, thereby boosting its early industrial development; foreign 

firms also helped injecting capital in China's industries, though the results 

are mixed for a wide range of reasons. 73 

But most scholars view that foreign business practices reduced the 

chances that China's indigenous industrialization might succeed.74 The 

foreign firms, enjoying better tax terms with the Qing government, were 

fierce competitors rather than cooperators of the emerging indigenous 

72 For an overview, see, for example, Mark Elvin and William Skinner (eds), The Chinese City between 
Two Worlds, Stanford, 1971; 

73 Adrian A. Bennett, John Fryer: The Introduction of Western Science and Technology into Nineteenth
Century China, Cambridge, Mass., 1967; Hou Chi-ming,Foreign Investment and Economic Development 
in China, 1840-1937, Cambridge, Mass., 1965. 

74 Mou An-shi, Yangwuyundong(The foreign affairs movement), Shanghai, 1961; Rhoads murphey,The 
Treaty Ports and China's Modernization: What Went Wrong? Ann Arbor, 1970. 
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industries during late Qing period.75 Foreign businesses had an ambivalent 

relationship with the Qing government. On the one hand, they needed the 

umbrella of Qing officials in resolving business conflicts, and relied on the 

latter to break trade barriers for their products. On the other hand, they also 

resented the monopolistic practices of the state enterprises, which conflicted 

their interests.76 

Closely related to the foreign firms was the compradores, the brokers 

who mediated among foreign businesses, the Qing government and 

indigenous economic groups. They rose rapidly in the treaty ports.77 Their 

role in China's early industrialization was contradictory. On the one hand, 

they raised considerable capital for late Qing industry building, bringing 

technology and management skills to the new enterprises. But on the other 

hand, they were heavily dependent on foreign capital, thereby often serving 

75 Liu Kwang-ching,Anglo-American Steamship Rivalry in China, 1862-1874, Cambridge, Mass., 1962; 
Edward Le Fevour, Western Enterprise in Late Ch'ing China: A Selective Survey 0/ Jrdine, Matheson and 
Companu's Operations, 1842, 1895, Cambridge, Mass., 1970; Sun Yutang, "Zhong ri jiawu zhanzheng 
qian waiguo ziben zai zhongguo jingying de jindai gongye"(Modern industries operated by foreign capital 
in China before the Sino-Japanese War), Lishiyanjiu, No.5, 1954, pp. 1-41; Sherman Cochran,Big 
Business in China: Sino-Foreign Rivalry in the Cigarette Industry, 1890-1930, Cambridge, Harvard 
University Press, 1980. 

76 The industries of navigation, cotton textile and silk-waving were showcases of such tensions and 
dependency. See, for example, Zhang Hou-quan,Zhaoshangju shi; Chao Kang, Development o/COl/on 
Textile production in China, Harvard University Press, 1977. Looking at such relations from the angle of 
the officials, see Leung Yuen-sang, The Shanghai Taotai: Linkage Man in a Changing Society, 1843-1890, 
Singapore, 1990. 

77 Wellington K. K. Chan, Merchants, Mandarins, and Modern Enterprise in Late Ch'ing China, 
Cambridge, Mass., 1977. 
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foreign business interest rather than the goal of industrializing Chinese 

economy. Though they tried to maintain a good relationship with foreign 

and domestic quarters, their loyalty was questioned by all.78 Noting its 

uniqueness, some scholars even argue that the compradore group 

represented the rise of China's new industrial class in the late 19th century, 

spearheading China's industrial drive.79 However, the records of their 

business operations could hardly corroborate this argument, because the 

sociopolitical institutions then did not allow them to have a more 

independent social status. Their existence was heavily dependent on both 

the foreign capital and the Qing government. 80 Building upon the previous 

research, this study further explores the set of institutional arrangement that 

defined compradores' paradoxical role in China's early industrialization. 

We will pay special attention to their unique resources in capital and 

information. 

78 Hao Yen-p'ing, The Compradore in nineteenth Century China: Bridge Between East and West, 
Cambridge, Mass., 1970. 

79 Hao Yen-p'ing, The Commercial Revolution in Nineteenth Century China: The Rise o/Sino-Western 
Mercantile Capitalism, Berkeley, 1986. 

80 See Rhoads Murphey, The Treaty Ports and China's Modernization: What Went Wrong? Ann Arbor, 
University of Michigan. Center for Chinese Studies, 1970. 
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Above all, this study argues that China's early industrialization 

emerged from interactions among the state, the traditional economy and 

foreign business spheres. First, the resource structure and institutional 

opportunities are identified. The resource structure drew together the 

funding, raw materials and human resources for industry building. The 

institutional opportunities would allow inventions and innovations to take 

place such that new technology and management skills were able to flow 

into the emerging industrial fields in spite of a pre-established institutional 

environment. Second, state actions are analyzed regarding utilizing the 

opportunities and the resource structure for industry bUilding. This study 

tries to understand how the pre-existing state structure and state-society 

relationship had both constrained and enabled the state actions. What 

opportunities existed in the late Qing period, and how were they being 

utilized as to affect the outcomes of the state-midwifed industrial projects? 

Finally, the presence of "critical links" is identified as a key factor to 

resolve "paradoxical situations" while the absence of "critical links" is 

viewed as a major cause for the failure of an industrial project. 

CONCEPTION AND PROPOSITIONS 
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In this section I hope to develop a number of conceptual tools useful 

for the purpose of analyzing China's early industrialization. They are also 

set up for searching for answers to those unresolved theoretical issues 

identified above. My starting premise is that a late developing society is 

first of all constrained by the resource factors required for development. 

According to Gerschenkron, late development can be viewed as a series of 

attempts to find and create "substitutes" for those factors which in more 

advanced countries had substantially facilitated economic development. He 

note: 

Such substitutions are the key to an understanding of the way in which the 

original disabilities were overcome and a process of sustained industrial 

growth was started. It is these acts of substitution that came to determine 

the specific pattern of [late] industrial development. .. 81 

Here Gerschenkron does not further specify the meanings of "original 

disabilities", "acts of substitution", and "the specific pattern of industrial 

development". But they are good places to start our conceptualization. 

The Resource Factors 

81 Alexander Gerschenkron, Economic Backwardness in Historical Perspective, Cambridge, Harvard 
University Press, 1962, pp. 123. 
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The "original disabilities" should be viewed as the original sins 

inflicted on every late developing society. Such disabilities may refer to an 

inherent lack of those "resource factors" facilitating economic growth in 

more advanced countries. The question is: What are those resource factors 

whose presence is essential for the founding and growth of an industrial 

organization? Opening any standard text book of organization theory, we 

may find a list of factors contributing to the operation of a business entity. 

For our purpose, the following are the key resource factors required for 

operating a business: 82 

(a) Funding: initial capital; overcoming entry barriers; 

(b) Production technology and facilities; machines, equipment, 

operating skills, maintenance, etc.; 

(c) Human resources and management know-how: training and 

discipline of employees; impersonal management; formal organizational 

structure and routines; crisis management; 

(d) Input supply: raw materials; reliability; cost control; 

82For a more elaborte theorizing of resource factors in an innovation situation, see Arthur L. Stinchcombe, 
In/ormation and Organization, Berkeley, University of California Press, 1990, pp. 164-193. 
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(e) Output market: marketing skills; creating market niche; resisting 

foreign competitions; 

(f) Profits and benefits: distribution of benefits and risks among like 

investors, supporters, and key management personnel; motivating through 

career opportunities, social mobility, social status, etc.; 

(g) Legitimization: acceptability by the embedding institutions; 

handling conflict with vested interest in the field; responding to challenges 

from conservative quarters of officialdom. 

However, in a pre-modern society two other questions are more 

important: (1) how are these resource factors distributed across different 

social groups or sectors? and (2) what ar~ the mechanisms facilitating the 

flow and allocation of these resource factors? 

The conception of sectors has received much attention in the 

literature in economic history. Some view sectors as organized around a 

particular production using special technology like car making or frozen 

food production, while others use the term more broadly as in "primary" and 

"secondary" sectors. Research findings do find consistent sector variations, 
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and even different "modes of governance" across sectors.83 Shafer argues 

that during late development production specialization creates social forces 

and institutions, crystallizing into sectoral logic. 84 Similarly, organization 

theory also argues that once a organizational field is well established the 

pressure for "homogenization" become inexorable.85 

Moreover, sector-specific resource factors can be expected to arise 

from the production specialization and the internal governance structure. 

Each sector may be endowed with some resource factors while lacking 

others. The fact that resources are unevenly distributed across sectors may 

have important implications for development. In addition to sectoral 

disparities in resource factors, institutional practices also differ from sector 

to sector. These institutional endowments are said to have significant 

influence on the sectoral evolution in development. 86 

83 Philippe Schmitter, "Sectors in Modem Capitalism, Modes of Governance and variations in 
Performance", in R. Brunetta and C. Dell'Aringa (eds), Labor Relations and Economic Performance, New 
York, Macmillan, 1990. 

84 Michael Shafer, Winner and Losers: How Sectors Shape the Developmental Prospects of States, Ithaca, 
Cornell University Press, 1994 

8S Paul J. DiMaggio and Walter W. Powell, "The Iron Cage Revisited, Institutional Isomorphism and 
Collective Rationality in Organizational Fields", in Walter W. Powell and Paul DiMaggio (eds), The New 
Institutionalism in Organizational Analysis, Chicago, University of Chicago Press, 1991, pp. 64. 

86 Leroy P. Jones and Edward S. Mason, "The role of Economic Factors in Determinging the Size and 
Structure of the Public-Enterprise Sector in Less-Development Countries with Mixed Economies", in Leroy 
Jones (ed), Public Enterprise in Less-Developed Countries. New York, Cambridge University Press, 1982. 
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In late Qing China three sectors were viewed as possessing 

collectively key resource factors for founding China's first industrial . ." ~ .' . 

organizations. These are the state or public sector, the pockets of foreign 

firms at the treaty ports, and a non-state sectors (e.g., navigation, cotton 

textile and banking). As none of the sectors alone possessed the necessary 

key resource factors, the industry building in this period must depend upon 

an inter-flow of resources among the three sectors. The compradores 

(foreign business quarters) were equipped with management know-how and 

production technology. The state sector was able to take risks and therefore 

fit for the role of the initial funder. The social groups in the traditional 

sectors had the legitimating clout in the late Qing sociopolitical system. 

Some crisis situations (e.g., funding shortages, blocked market access, etc.) 

would provide rationales and opportunities for reorganizing resource 

factors, thereby changing internal business structure. The other important 

variable in determining the resource flow is the institutions established in a 

given sector. Each of the three sectors was endowed with distinct 

institutional opportunities as well as challenges. Sectoral interaction was 

also variably institutionalized. Thus, China's early industrialization was 



65 

enacted out of this thick web of traditional arrangements, in which each 

agent possessed endowed resources and had to act through pre-established 

institutions. Needless to say each agent always tried to take advantage of 

the enabling aspects of institutions while trying to avoid their restraining 

aspect. The study argues that as key resource factors are scarce and 

distributed unevenly across sectors in late developing societies, the success 

of industry building is dependent on reorganizing and concentrating 

resource factors from multiple sectors. 

The Developmental Regime 

Having identified the key resource factors required for development 

the next question is: How are they organized or integrated for industry 

building? What are the criteria by which we can judge the relative success 

or failure of a particular resource organization? Gerschenkron has 

emphasized "acts of substitution" that find domestic substitutes for more 

advanced foreign practices. Rather than giving this process another label, I 

would like to think generically of the micro conditions of a given 

developmental project 
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Let us call a micro system for a developmental project the 

"developmental regime", and use it as a continuum from the most favorable 

to the less suitable forms. Then a developmental regime is defined as the 

micro social system required for the founding and growth of new industries 

in a social space already occupied by pre-existing institutions and non

industrial organizations. Therefore every new organization must be 

embedded in a developmental regime in order to come into being and 

sustain its existence. Let us further define developmental regime as a 

combination of two sets of variables. The first set of variables are the 

"resource factors", which we have talked about above. The key resource 

factors required for founding and operating a business organization are: (a) 

funding, (b) production technology and facilities, (c) human resources and 

management know-how, (d) input supply, (e) output market, (f) profits and 

benefits, and (g) legitimization. Again, they are distributed unevenly across 

several units or "sectors" of social space, and therefore without pooling 

themselves together they cannot overcome the "resource deficit" in 

founding a new industrial organization. 
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To mobilize resource factors from multiple sectors for founding an 

enterprise, a second set of variables are required, which we called critical 

links. These critical links are connecting mechanisms through which 

resource factors can flow from one sector to another. The crucial function 

of the critical links is to redirect or reorganize the resource flow, a capacity 

which did not exist in the traditional setting. In reorganizing and redirecting 

key resource factors, these critical links may involve creating new "points of 

connectedness", or renovating the existing ones. A developmental regime is 

set up when the key resource factors enter into interactions with one another 

through critical links aimed at industry building. A new industrial 

organization is founded when these interactions have reached a certain 

degree of integratedness and equilibrium and are "formally routinized". 

The founding of the new industrial enterprise indicates a higher degree of 

institutionalization of the critical links involved.87 I will argue that 

creations and renovations of the critical links among resource factors are 

catalyst for the birth of and changes in sectoral institutions, which in turn 

may prepare for new institutional arrangements and structural changes in 

87 Ronald L. Jepperson, "Institutions, Institutioal Effects, and Institutionalism" in Walter W. Powell and 
Paul J. DiMaggio (eds), The New Institutionalism in Organizational Analysis, Chicago, The University of 
Chicago Press, 1991. 
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society. The growth of industrial organization requires that the 

developmental regime expand by engaging more resources, which may lead 

to the establishment of more critical links. But the reverse is not true. The 

dissolution of an enterprise does not necessarily mean the end of the 

developmental regime. Rather, those critical links may sustain the 

continuation of the network structure, through which the organizational 

experience, skills, models, technology, etc. are made available to other 

industrial ventures. 

Institutions 

Institutions and institutional change constitute key aspects of late 

development. 88 Institutions are the rules of the game for organizational 

behavior. They are structured constraints and incentives that shape 

individual and organizational actions. Thus, institutions shape the way 

people interact or function as a group. And institutional change influences 

how organizations will act and interact, and ultimately explains historical 

88 The discussion in this part has drawn upon the following works, Douglass North,Institutions, 
Institutional Change and Economic Peiformance, Cambridge University Press, 1990; W.W. Powell and P. 
DiMaggio, The New Institutionalism in Organizational Analysis, University of Chicago Press, 1991; M. 
Granovetter, "Economic action and social structure, the problem of embeddedness", American Journal 0/ 
Sociology, Vol. 91,1985, pp481-510; R.R. Nelson and 8.G. Winter, An Evolutionary Theory o/the Firm, 
Belknap, 1982; M.N. Zald, "Political economy, a framework for comparative analysis", in M.N. Zald, Power 
in Organizations, Vanderbilt University Press, 1970; and Lynn Zucker, "Organizations as institutions" in S.B. 
Bacharach (ed), Research in the Sociology o/Organizations, JAI Press, 1983. 
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change. However, there are both formal and informal institutions. Formal 

institutions refer to explicit written rules, by-laws, and constitutions. The 

enforcement of such institutions is carried out by the state or larger 

organizational apparatus, and through definable procedures and established 

judicial systems. Informal institutions, on the other hand, often involve 

conventions or tacit codes of behavior. They are enforced primarily by 

societal networks, and through symbols, myths, and cultural values. These 

formal and informal rules serve as some of the links between the past, 

present and future, and therefore are essential for understanding both the 

continuity and discontinuity of developmental change. 

As part of the state apparatus, institutions are based primarily on a set 

of formal rules, either in the form of decrees or explicit and enforced 

regulations. But in non-state sectors of a pre-modem society, the 

institutional order is maintained primarily by informal rules, customs, and 

conventions. The foreign business sector by contrast is governed by an 

institutional order based upon a set of legal codes that enforce standard 

capitalist business practices, which is quite different from those in the state 

and traditional sectors. However, within each sector the institutional order 
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is effective or congenial only when the formal and informal rules are 

compatible and mutually reinforcing. In other words, the sectoral order will 

be undermined or disrupted when a gap between formal and informal rules 

becomes large and persistent. For such a gap gives rise to tension, 

ambiguity and chaos, though at the same time it may generate some 

opportunities for incubating new institutions. 

Although formal rules can be altered overnight by political or judicial 

decisions, informal rules embedded in customs, traditions, and codes of 

conduct are much more impervious to state policies. In a pre-modem 

society where the state's reach is limited, economic life is governed 

primarily by a sea of informal rules. 89 Late development requires that the 

state must seek out key resource factors from non-state sectors and 

reorganize them for industrial projects. But these actions are often 

destructive to the existing sectoral order in the sense that they create an 

incompatibility between the state-favoredformal institutions and society-

favored informal conventions, thereby giving rise to tensions, uncertainty 

and even chaos. Here the state may perform an essentialfunction of 

89 In pre-modern China, for instance, no government offices existed below the country level, and 
community life was governed largely by a system of customs and conventions. See the next chapter for 
more details on this. 
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creative destruction, without which social groups in non-state sectors would 

be less likely to embrace changes, but it is not sufficient conditions for 

developmental success. Rather, the ultimate success depends on a societal 

consolidation that rematches and recouples the formal and informal rules. 

The State 

That late development is paradoxical is not a mere abstraction, but reflects a 

set of contradictions inherent in all developmental efforts. These 

contradictions are most intensively expressed in the paradoxical roles of the 

state and culture in promoting development. Max Weber defines the state as 

a "compulsory" organization claiming control of the people within its 

territories. He further argues that the state bureaucratization is a double-

edged sword, increasing the effectiveness of control on the one hand, but at 

the same time imprisoning the spirit of creativity into an "iron cage".90 

Robert Michels further argues that the "iron law" of bureaucracy entails a 

contagious effect on other non-bureaucratic organizations for developing 

"oligarchy".91 Following this logic, it is not inconceivable that the state may 

function to disorganize civil society, especially at the times when the state 

90 Max Weber, Economy and Society, Berkeley, 1978. 
91 Robert Michels, Political Parties: A Sociological Study of the Oligarchical Tendencies of Modern 

Democracy, New York, Free Press, 1962. 
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apparatus wants to clear the way for expanding its spheres of influence and 

control. 

China's early industrialization corroborates such a paradoxical image 

of the state. On the one hand, the state was indispensable in providing 

funds, initiating institutional break-throughs and mandating cooperations 

from other groups. On the other hand, the state bureaucracy also created 

the problems of over- bureaucratization in new enterprises, thereby stifling 

entrepreneurship. 

The second paradox of the state's role arises from the contradiction 

between the state apparatus and social groups in non-industrial sectors. 

Late development is an elite movement by nature, and it is the elites who 

call for development and who will ultimately benefit from it. However, the 

state apparatus always falls upon social networks and embeds various group 

interests. Late development entails a restructuring of the state-society 

relationship, therefore giving rise to tensions as well as social disruptions 

for many social groupS.92 

92 Joel Migdal, Strong Societies and Weak States: State-Society Relations and State Capabilities in the 
Third World, Princeton, Princeton University Press, 1988. 



73 

Yet if development is to succeed, other social groups have to be 

drawn into the process, because they are the needed tools both for the 

change and for the new order. The state elites cannot wait for development 

to occur through the natural course of evolution. Nor do they believe that 

the seeds of development exist in societal sectors. These seeds have to be 

planted and nurtured artificially, such that the social groups and masses 

must be enticed into a leap of the faith and behavior. Otherwise the state has 

to impose and enforce "performance standards" on social groupS.93 In other 

words, it is not enough to depend on the state apparatus alone for 

developmental motivation and moreover for overcoming constraints of 

sociopolitical institutions inherent in late-developed countries. Caught in 

the state-society contradictions, the role of the state becomes paradoxical: 

On the one hand, the state must distance itself from social groups for 

promoting developmental changes, but on the other hand it must remain 

committed to a deep "connectedness" with society in order to successfully 

effect such changes. 94 

93 Alexander Gerschenkron, Economic Backwardness in Historical Perspective, Cambridge, 1962, pp. 
145-146. 

94 Peter Evans refers to this problem as "embedded state" and "state autonomy", but he refuses to see this 
as an inherent contradiction in lat~ development. See Peter Evans,Embedded Autonomy, Princeton, 1995. 
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The state often resorts to "balancing tricks" to alleviate paradoxical 

situations, and thereby to reduce tensions, conflicts, uncertainty and above 

all its own self-contradiction. The creation of a "catch up" myth is an 

example in point. Late development often resembles a national crusade to 

catch up with the more advanced or industrialized powers. Indeed, all late 

developers, Germany, Russia, Japan, Taiwan, South Korea, Singapore, 

Brazil and other Latin American nations, shared a common experience of 

framing development into a campaign for national salvation.95 It is often 

depicted as a response to the crisis situations caused by being "left behind". 

Social theories as distinct as social Darwinism and Leninism came 

surprisingly to the same conclusion about the need to "catch up", though 

they prescribed different social medicines to achieve the goa1.96 

In hindsight, the catch-up game itself is a great myth of the modem 

history. To many contemporaries, development is often given the status of a 

Durkheimian civil religion, in which it is claimed that all human miseries 

95 Though this has not been systematically documented, the theme of national salvation in late 
development is frequently mentioned by scholars when developmental ideology is discussed. 

96 For social Darvinism, see Thomas Henry Huxley,Evo/utiona and Ethics, and Other Essays, New York, 
1898. The theme of catching up with the west was frequently mentioned by leaders of the communist 
societies; about Mao's assertion in this regard as an example, see Stuart Schram, The Thought of Mao Tse
tung, Cambridge, Cambridge University Press, 1989, pp. 114. 
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and plight will be lifted. But the promised land never delivered its promise. 

Instead, new suffering was added to the old as late development invariably 

incurred a heavy cost on the common people. Social dislocation, poverty 

and class oppression were like a plague that followed on the heels of late 

development. But this did not seem to matter, for the myth continues to live 

on, inspiring more to the calling. This seems to return us to Gramsci' s 

thesis of cultural hegemony as an important weapon to maintain a dominant 

ideology and ruling class.97 In developmental situations in which state

society relations are strained, ideology becomes an important battle ground 

where all interests compete for dominance and legitimization. The state 

elites are compelled to create and institutionalize myths, symbols and 

beliefs to sustain support for developmental projects. This seems to be 

naturally bringing us to the question of the culture and tradition. 

The Culture and Tradition 

Developmental studies always value finding structures, patterns or 

regularities that give us a sense of certainty and predictability of this 

extraordinary phenomena. We often hear how late development is a process 

97 Antonio Gramsci, Selections from the Prinson Noteboo~, New York, International Publishers, 1971. 
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constrained by a number of factors. But development is a creative process 

too, with human potentials never entirely definable by structures. It seems 

that late development, like any macro sociology, has its own agency-

structure problem. Anthony Giddens tries to resolve the difficulty by 

proposing a theory of "structuration".98 He argues that structures can 

simultaneously constrain and empower human actions. In studying China's 

early industrialization, I have often been intrigued by the duality and 

paradoxes of "constrained empowerment", "open-ended path-dependency" 

and "reproductive creativity" in the cultural front. These seem to be a built-

in problem, and generic to a number of "developmental symptoms" and 

dilemmas. 

To draw an analogy, late development resembles cross-cultural 

learning, in which late developers transplant into their society western 

institutions, legal codes, organizational forms, technologies and skills, 

attitudes and behaviors.99 However, if given careful thought, this learning 

process is much more complex than it appears to be. First, the indigenous 

98 Anthony Giddens, Central Problems in Social Theory: Action, Structure, and Contradiction in Social 
Analysis, Berkeley, University of California Press, 1979. 

99 A. Inkeles and D. Smith, Becoming Modern: Individual Change in Six Developing Countries, Harvard 
University Press, 1974. 
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or late development societies never exist as tabulae rasa, and the learning of 

the foreign forms is therefore confounded with what already exists. The 

assimilation process is therefore more comparable to an individual acquiring 

a foreign language. For a child whose mother-tongue is yet to be 

established, learning of a foreign language is direct and relatively effortless. 

He is capable of acquiring it in its pure form. But for an adult with a pre-

existing mother-tongue, learning of a foreign language is quite different. He 

cannot acquire it in its pure form because he must learn through translation 

and comparison to his mother tongue. The structure of the grammar, 

phonetics and lexicality in his mother tongue significantly affects the way 

the new language is acquired. 

Similarly, western institutions and culture cannot be directly copied 

by late developers, but may have to be encoded in reference to the 

indigenous system of culture and tradition. Developmental assimilation 

requires that industrial ideas and institutions be translated into the context 

of indigenous ideas and rules. It is only through constant seeking for 

translatability and comparability that foreign ideas and institutions become 

meaningful and assimilated into the indigenous social context. Late 
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development is therefore paradoxical in the sense that it needs to go beyond 

the limit of tradition by remaining in it. It has to derail the natural course 

of tradition by following its rule of the game. 

Moreover, the indigenous cultural context will not only affect the way 

foreign cultural idioms are assimilated, but also what particular idioms are 

more likely to be assimilated. In a sector without well-established 

indigenous patterns, foreign patterns are more easily learned or copied 

with minor modifications. But in a sector where pre-established patterns 

are well-entrenched, cross-cultural learning will require more originality 

and creativity in order to succeed. The more entrenched and denser the pre

established institutional tradition is in a sector, the more difficult it is to 

introduce into the sector a foreign organizational form. Foreign patterns 

having low degrees of translatability with domestic institutions will have a 

hard time gaining acceptance. Those forms with higher compatibility will 

be accepted with relatively minor modifications. That means some portion 

of the original is inevitably lost while new elements are created and added 

to the receptive cultural context. 
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The unusual persistence of tradition entails that the state-led 

industry-building and institutional change were path-dependent, and 

locked-into the past conditions. 100 But the end points are open ended, and 

there is no predetermined destination. The state must act within and 

through pre-established arrangements, which are both the barriers to and the 

means for change. As has been shown by E. Westney, the successful 

introduction of foreign forms must involve a series of rule-editings, 

manipulations of various cultural resources, and mutual adjustments 

between organizations and the environment. 101 

That late Qing China was heavily burdened by its own tradition may 

partly explain its failure to industrialize according to the western blueprints 

as the Japanese did. The Meiji government was established upon new 

power bases, and its new leaders were fresh and less entangled in the pre-

established institutional arrangements. Their legitimacy and power were 

derived from either the past as a legend or the future as a great expectation, 

and were not based upon the existing establishment. But the situation in 

100 See S. Skowronek, Building a New American State for an analysis of how state-building was operated in 
the contexts of and through pre-established institutions; also see a discussion of the subject by D. North, 
Institutions, Institutional Change and Economic Peiformance, Cambridge University Press, 1990, pp.92-1 04. 

IOID.E. Westney, Imitation and Innovation, Harvard, 1987. 
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China was just the opposite. The government would lose its legitimacy and 

power base if the pre-established institutional arrangements were disturbed. 

The future new order had to depend upon the order of the immediate past. 

In other words, its industry-building and institutional reforms were locked

in to the past, which ruled out any plans for radical reforms. Indeed, even to 

the more radical-minded state officials, the very construction and 

interpretation of the western blueprints were bound to the Chinese context. 

The state never had a free-hand to "copy" new institutional or 

organizational patterns from the west. On the contrary, it had to conduct 

industry-building and institutional reforms through its own institutional 

legacies. That is why the Chinese state was clumsy to learn but dexterous to 

distort, and made more moves than progress. 

In a sense, the paradox of modernization by means of tradition gives 

currency to many of the "developmental symptoms". One such symptom is 

demonstrated in the constant conflicts between conception function and 

execution branches regarding developmental programs. The primary 

responsibility of the conception function (individuals or groups) with in a 

government is to do research on success models of development in 
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advanced countries, and conduct planning or blueprinting of development 

for the home country. The conception is about what should be rather than 

what it is. It is goal-oriented, holistic, gestalt, and above all free from the 

burden of tradition. The execution branches are concerned about 

implementation of developmental projects, which is subject to immediate 

constraints of indigenous tradition and institutions. In contrast to 

conception, the acts of execution are strictly conducted out of the social 

context, i.e., relying on existing rules and relationships. Thus if conception 

constitutes a vision for the beyond, the execution is often seen dragging in 

tradition. Thus late development often appears to consists of numerous 

practical events guided by an unpractical vision. It is a muddling-through, 

seldom following plans. It achieves things that were never intended. And 

the intended things are never the same once they are achieved. 



CHAPTER TWO STATE BUREAUCRACY AND 

SOCIAL GROUPS IN PRE-INDUSTRIAL CHINA 
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At the onset of industrialization, the state, society, and foreign 

business sectors were the three key social spheres. They had not only the 

resource factors necessary for industry building, but also the institutional 

means for effecting economic transformation. However, of the three 

sectors, the state apparatus was most essential in initiating changes in the 

late 19th century. The merchant groups (compradores in particular), and the 

gentry class played a key role in bridging the state efforts with the other two 

sectors. Together with the state bureaucracy, they functioned as the key 

links of state-society "connectedness" and tradition-modernity "continuity". 

To understand China's early industrialization in the late nineteenth century, 

therefore, it is necessary to probe into the historical background, cultural 

tradition and sociopolitical institutions, which embedded the social groups 

in these sectors. 

Prior to industrialization, China's social order was based on key 

governance institutions that had endured for approximately two millennia 
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with few basic changes. 102 Within the Chinese traditional philosophy of 

Confucianism, the belief in a heavenly harmony as the ultimate truth 

occupies a central position. This also lies at the base of Chinese cosmic 

view of the world with yin and yang ·as dynamic forces keeping the system 

at equilibrium. 103 However, in this chapter we will concentrate on those 

sociopolitical institutions of great salience (i.e., the state bureaucracy and 

gentry class) that cast a long shadow upon the coming era of 

industrialization. Needless to say the state bureaucracy and gentry class 

were two of the most unique features that separated China from other 

nations during late development. 

THE STATE APPARATUS 

Though the Qing rulers belonged to a minority group from the 

Northeastern part of China, their imperial apparatus was modeled on earlier 

102 For a discussion ofthe salient features of China's sociopolitical tradition, see, for example, Qian Mu, 
Zhongguo Iidai zhengzhi deshi (The Successes and Failures of Chinese Government throughout History), 
Hong Kong, 1959; Richard J. Smith, China's Cultural Heritage: The Qing Dynasty, 1644-1912 (2nd 
Edition), Boulder, MD: Westview Press, 1994; Robert A. Scalopina and George T. Yu, Modern China 
and Its Revolutionary Process: Recurrent Challenges to the Traditional Order, 1850-1920, Berkeley: 
University of California Press, 1985. 

103 See Wing-tsit Chan (trans), A Source Book in Chinese Philosophy, Princeton: Princeton University 
Press, 1963; Herrlee G. Creel, Chinese Thoughtfrom Confucius to Mao Tse-tung, Chicago: Chicago 
University Press, 1953; Fung Yu-lan, A History of Chinese Philosophy, translated by Derk Bodde, 
Princeton: Princeton University Press, 1955; Joseph Levenson, Confucian China and Its Modern Fate, A 
Trilogy; Frederick W. Mote, Intellectual Foundations of China, New York: Alfred A. Knopf, 1971; 
Arthur F. Wright and Denis Twitchett, Confucian Personalities, Stanford: Stanford University Press, 1962. 
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dynasties, especially the Tang and Ming.104 During China's early 

industrialization the state apparatus was viewed as key to initiating the 

industrial process where both weaknesses and strengths were revealed. All 

these can be traced to the institutional roots of China's sociopolitical 

system: the civil service bureaucracy, the supervisory system, and the 

military echelon. All three sub-systems were strictly controlled by the 

. . I . h h . lOS ImperIa court WIt t e emperor at Its center. 

The civil service system. Central authority resided in the metropolitan 

civil administration during the late Qing period and its directives reached all 

parts of China. The administrative personnel were appointed through a 

selection system based on open and competitive state examinations. The 

104 Albert Feuerwerker, State and Society in Eighteenth-Century China: the Ch 'ing Empire in Its Glory, 
Ann Arbor: Center for Chinese Studies, the University of Michigan, 1976; Richard J. Smith, China's 
Cultural Heritage: The Qing Dynasty, 1644-1912, Boulder, Colorado: Westview Press, 1994; Adam Y. C. 
Lui, Ch 'ing Institutions and Society, Hong Kong, 1990. 

lOS For more extensive descriptions of the Chinese traditional civil services system, see Eienne Balazs, 
Chinese Civilization and Bureaucracy, New Haven: Yale University Press, 1964; Chang Chung-Ii, The 
Chinese Gentry, Seattle: Univeristy of Washington Press, 1955; Ch'u T'ung-tsu, Law and Society in 
Traditional China, Paris and The Hague: Mouton, 1961; Ch'u T'ung-tsu, Local Government in China Under 
the Ch'ing, Cambridge: Harvard University Press, 1962; Ho Ping-ti, The Ladder o/Success in Imperial 
China, New York: Columbia University Press, 1962; Hsieh Pao Chao, The Government o/China (1644-
1911), Baltimaore: John Hopkings University Press, 1925; ThomasA. Metzger, The Internal Organization 0/ 
Ch 'ing Bureaucracy-Legal, Normative and Communication Aspects, Cambridge: Harvard Studies in East 
Asian Law, 1973; David S. Nivison and Arthur F. Wright (eds), Confucianism in Action, Stanford: Stanford 
University Press, 1959; Zhang Jinfan, "A Comprehensive Discussion of China's Ancient Civil Service 
System", Social Science in China, Summer, 1990, pp. 35-59; Denis Twitchett and John K. Fairbank, The 
Cambridge History o/China, Vol. 10, Part I, pp. 20-29; Li Peng-nian et aI, qingdai zhongyang guojiajiguan 
gaishu, Beijing, zijincheng Publishing House, 1989; and Lin Dai-zhao, zhongguo jin xian dai renshi zhidu, 
Beijing, 1989. 
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content of examinations was Confucian doctrines of statecraft and personal 

cultivation. This gave the regime much legitimacy because the civil service 

system was perceived by the populace as staffed by those who were wisest 

and most suited to govern. Therefore the fact that many of the first 

industrial projects implemented through this system of governance lent 

needed legitimacy to the whole process. 106 

However, the Chinese civil administration differed from the western 

functionally specialized bureaucracy, as Weber pointed out. It was based 

instead on generalist principles, leaving the implementation of the ideal 

ft . 107 Th . . h f statecra a moot questIon. ere was uncertamty m t e system 0 

governing regarding operationalized rules, thereby leaving room for change 

and adaptation in new circumstances as was the case in late Qing China. 108 

The system was organized in the Six Ministries (liu bu) of personnel, 

revenue, ceremonies, war, punishments and public works. This six-fold 

106 Cynthia Brokaw, The Ledgers of Merit and Demerit: Social Change and Moral Order in Late Imperial 
China, Princeton: Princeton University Press, 1991; Chen Dengyuan, Zhongguo wenhua shi (Chinese 
cultural history), Taipei, 1956. 

107 Ch'ien Mu, Traditional Government in Imperial China: A Critical Analysis, Translated by Chun-tu 
Hsueh and George O. Totten, Hong Kong and New York, 1982; Max Weber, The Religion of China: 
Confucianism and Taoism, translated by Hans H. Gerth, New York: The Free Press, 1951. 

108 An illustrated case example in this regard was Shen Baozhen; see David Pong, Shen Pao-chen and 
China's Modernization in the Nineteenth Century, Cambridge, 1994. 
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structure was copied in all local governing bodies from provincial 

governments down to those of prefectures (dao), subprefectures lfu) and 

counties (xian). There were nine ranks (pin) to distinguish seniority of 

officials. And each rank was subdivided into the "full" (zheng pin) and 

"deputy" (cong pin), thus increasing the nine ranks into a total of eighteen 

grades. Detailed regulations were made concerning the styles of garments, 

decorations, housing, equipage and tombs for different ranks, though an 

elaborate bureaucratic division of labor was lacking. 109 The first rank 

officials included the heads of ministries, and governor-generals. There 

were eighteen provinces in Qing China, which were headed by provincial 

governors (the Second Rank). With few exceptions, they administered their 

regions under the governor-general who, in most cases, were responsible for 

two provinces. Each governor or governor-general had his own battalion of 

troops for his personal security. In reporting the affairs of a province the 

governor-general and governor normally memorialized (wrote memos to) 

the throne together. Below the provincial level were a few prefectures (dao) 

headed by taotai (daotai) of the fourth rank. Below each prefecture were 

109 Etienne Balazs, Chinese Civilization and Bureacracy, New Haven, 1964; Richard J. Smith, China's 
Cultural Heritage: The Qing Dynasty, 1644-1912, Westview Press, 1994, pp. 71-86. 
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two or three sub-prefectures (fu), which in turn were in charge of counties 

(xian). There were around 180 subprefectures and 1,500 counties in late 

Q. Ch' 110 mg ma. 

The state bureaucracy was both a supporter of and a competitor to the 

throne. The mission of the civil servants was not just to assist the 

unconditional rule of the emperor, but also to admonish and teach the ruler 

h . I d' C fu· .. I III B ow to govern approprIate yaccor mg to on Clan prmclpa s. ecause 

the Confucian tradition was both interpreted and implemented by the 

officials, the state apparatus was critical for the industrial changes. Not 

surprisingly, during China's early industrialization, the civil officialdom 

was a battle ground for debates on acceptability of western measures in the 

light of Confucian teachings. The usual aloofuess of the emperor from the 

details of governing matters gave much leeway to the officials eager to 

initiate industrial projects. But their lack of specialist knowledge also 

110 For the characteristics of the regional powers at the govemor-generallevel, see Stanley Spector, Li 
Hung-chang and the Huai Army: A Study in Nineteenth-Century Chinese Regionalism, Seattle: University 
of Washington Press, 1964; Raymong Chu and William Saywell, Career Patterns in the Ch'ing Dynasty: 
The Office of Governor-general, Ann Arbor, 1984. 

III Joseph Levenson, Confucian China and Its Modern Fate: A Trilogy, Berkeley: University of California 
Press, 1968. 
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. d . 112 projects an new enterprIses. 

Another interesting feature of the civil system was that the vast 

governing structure fell upon at lower level a sea of social networks, the 

connectedness of which constituted a crucial part in China's civil order. 

Below the county level, there were no formal government offices. This 

vacuum was filled by the conventional institutions of the extended family, 

clans, guilds and secret societies. In this domain, the scholar-gentry had 

enormous powers of rule making and sources of legitimization in this 

domain. ll3 The state was mostly above the local order, passive in 

responding to problems or changes that came from the non-state sectors. 

The county magistrate would intervene only after informal mediation had 

proved ineffective. The resolution of civil conflicts was mostly 

accomplished by family or clan organizations headed by the elders, or by 

commercial guilds and other non-government agencies. Only when these 

112 See David Pong, Shen Pao-chen and China's Modernization in the Nineteenth Century, Cambridge, 
1994. 

1\3 Quan Hansheng, Zhongguo hanghui zhidu shi (A history of Chinese guilds system), Shanghai: Xin 
Shengming, 1934; Albert Feuerwerker, State and Society in Eighteenth-Century China: The Ch'ing 
Empire in Its Glory, Ann Arbor, 1976; Kathryn Bernhardt, Rents, Taxes, and Peasant Resistance: The 
Lower Yangzi Region, 1840-1950, Stanford: Stanford University Press, 1992; Chang Chung-Ii, The 
Chinese Gentry, Seattle, 1967. 
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informal bodies failed to resolve conflicts, which was a source of shame to 

their members, did the government bodies take over the case. The parties to 

the conflict could appeal to higher levels of government if they were 

dissatisfied with the verdict. But these cases were rare. Usually the 

activities of the state apparatus were limited to collecting taxes and 

recruiting COl'Vee labor. Though sometimes resisted by the peasants, these 

exactions were mostly accepted as necessary for maintaining the general 

order and for the large-scale projects in irrigation or road constructions. To 

the common people, the emperor was remote, and the state bureaucracy was 

less relevant for their life than those local institutions of family and clans 

and of scholar-gentry-managed order. 

The extensive institutions of local order gave the Chinese society the 

capacity to continue its tradition even in face of greater challenges of 

dynastic disorder and foreign invasions. 114 These characteristics also had 

important implications for China's early industrialization. On the one hand, 

they underlined the state-society contradictions in developmental efforts, 

intensifying the paradoxical role of the state. On the other hand, the 

114 Robert A. Scalapina and George T. Yu, Modern China and Its Revolutionary Process: Recurrent 
Challenges to the Traditional Order, 1850-1920, Berkeley: University of Cali fomi a Press, 1985. 



90 

separation between the state and society offered challenges as well as 

opp0l1unities for a variety of social groups to overcome the conventional 

barrier to industry building in traditional sectors. 

The military system. The military branch became crucial in China's 

first modem enterprises simply because these projects were partially 

designed to build a national defense and military ordnance in the face of 

increased foreign threat. 115 Such circumstances helped the allocation of 

needed capital from the military system to new industrial efforts in 

primarily civilian spheres. This would have been considered impossible if 

the perceived foreign threat from the western powers had been equivalent to 

the previous barbarian incursions in Chinese history. But the west came 

with advanced weapons along with modem institutions of war making and 

production. To a degree the military and civil systems were made much 

integrated in the late Qing period due to both internal rebellions and 

external threat. 116 

liS Wang Er-ming, "Zhongguo jindai ziti ziqiang yu qiu fu" (China's pursuit of self-strengthening and 
wealth in its early modem history), Zhongguo jindai xiandai shi lunji, Vol 6, Taipei: Shangwu, 1985; Liu 
Kwang-ching, "The Beginnings of China's Modernization", in Samuel Chu and Kwang-ching Liu (eds), Li 
Hung-chang and China's Early Modernization, New York: M. E. Sharpe, 1994. 

116 Stanley Spector, Li Hung-chang and the Huai Army: A Study in Nineteenth-Century Chinese 
Regionalism, Seattle: University of Washington Press, 1964; Raymong Chu and William Saywell, Career 
Patterns in the Ch 'ing Dynasty: The Office o/Governor-general, Ann Arbor, 1984. 
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The military garrisons or "green battalions" (lu ying) were the basic 

units in the Qing dynasty. They were stationed in small posts all over the 

country, maintaining order in both frontier regions and metropolitan areas. 

In addition to these local armies, the Qing government had reserve units of 

"eight banner troops" (ba qi bing). Under the banner system (qi bing zhi) 

the Manchurians belonged by birth to one of the eight banners and were 

allotted their own lands for their livelihood. These banners were expected 

to produce contingent forces whenever the imperial court called for them. 

The officers of the banner troops were directly appointed by the court, and 

their lands and stipends were also granted by the throne. 117 It should be 

pointed out that though the military force was the ultimate source of 

dynastic strength, civilian control of political activities predominated in 

peace time. The emperorship often set the military and civil branches of 

government against one another in order to secure the royal control. 

117 For works on the Qing military, see Luo Ergang, Luying bing zhi (A Treatise on the Green Standard 
Army), Chongqing: Shangwu, 1939; 
Wang Ermin, Huaijun zhi (An Analysis of the Huai Army), Taipei: Shangwu, 1967; Frank A. Kierman, 
Jr. (ed), Chinese Ways in Warfare, Cambridge: East Asian Research Center, Harvard University, 1974; 
Philip A. Kuhn, Rebellion and Its Enemies in Late Imperial China: Militarization and Social Structure, 
1796-1864, Cambridge: Harvard University Press, 1970; Franz Michael, Li Hung-chang and the Huai 
Army, Seattle, 1964; 
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This system of military organization failed to repress the Taiping 

rebellion in the 1850s, and the Qing court had to abandon previotIs 

restrictions on private armies, leaving much leeway for the local officials 

and gentry to organize themselves against the Taiping rebels. I 18 This 

development was important for late Qing industrializing efforts because it 

created further institutional leeway for industrial-minded elites outside the 

control of the metropolitan civil administration. It also added complexity to 

the role of the state apparatus and increased the choices of organizational 

models available for industrial projects. In terms of institutional 

arrangements, the new industries were closely connected with the systems 

and practices of the military setup. 

The supervisory system. The supervisory system was intended to 

provide checks and balances to the civil officialdom under the emperor. 

China's first industrial efforts gave rise to changes in the code of office, 

challenging the existing ideology and value systems. The supervisory 

organs were staffed by Censorate personnel, who were usually drawn from 

118 In addition to the works cited in the previous note, also see Wang Kaijun, Xiangjun zhi (An Analysis 
of the Xiang Anny), Taipei: Chengwen, 1958; Kathryn Bernhardt, Rents, Taxes, and Peasant Resistance, 
Stanford, 1992; Frederic Wakeman, Jr., Strangers at the Gate: Social Disorder in South China, 1839-
1861, Berkeley: University of California Press, 1966. 
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the regular civil service for a term of a few years and returned later to the 

main bureaucracy. The supervisory offices were attached to the Six 

Ministries and to the local offices of the provincial and prefectural 

governments. As the major institutional mechanism for fighting against 

official corruption, the primary duty of supervisory offices was to 

investigate, monitor and impeach civil and military officials in the main 

body of bureaucracy. The censors had another ancient responsibility for 

remonstrating with the emperor, but it took a secondary place in the Qing 

dynasty's rule. I 19 

The superviso~j responsibility was also taken at different times by 

members of the sovereign family. Its princes were carefully distanced from 

the governing powers, but were called upon at times to perform supervisory 

tasks. At times of crisis, the appointed supervisory officials were sent to 

clean the house with the direct mandate of the royal court. They were often 

identified as the most rigid and pure-minded Confucian scholar-officials, 

who took literally the Confucian moral teachings for ruling. 

Understandably, during the late Qing period the power of the supervisory 

119 Etienne Balazs, Chinese Civilization and Bureacracy, New Haven, 1964; Richard J. Smith, China's 
Cultural Heritage: The Qing Dynasty, 1644-1912, Westview Press, 1994. 
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officials was something everyone had to reckon with. The developmental 

projects were under the close scrutiny of the supervisory officials. Their 

responsibility to investigate and impeach officials was often turned into an 

institutional tool that the conservatives used to veto, or find faults with, the 

state-midwifed industry-building projects. 

The emperor and his court. On top of these three systems was the 

emperor, the Son of the Heaven, who was assisted by a number of special 

offices in the inner court. The outer court consisted of the top offices of the 

three governing systems. The inner court was less formal in comparison 

even though many of the rituals regarding the emperorship were kept intact 

within the royal compounds. The internal court offices were directly 

appointed by the emperor himself among his trusted personal advisors and 

royal family members. Through these offices, the emperor's decisions were 

made and communicated to the top echelons of the governing structure. 120 

120 Etienne Balazs, Chinese Civilization and Bureacracy, New Haven, 1964; Richard J. Smith, China's 
Cultural Heritage: The Qing Dynasty, 1644-1912, Westview Press, 1994; Stanley Spector, Li Hung-chang 
and the Huai Army: A Study in Nineteenth-Century Chinese Regionalism, Seattle: University of 
Washington Press, 1964; Raymong Chu and William SayweU, Career Patterns in the Ch 'ing Dynasty: The 
Office o/Governor-general, Ann Arbor, 1984. 
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However, in absence of modem communication, governing the large 

kingdom required the emperor to place enormous trust in a few regional and 

provisional officials. An official post system covered all areas in China, 

employed by the local- officials to send their memorials directly to the 

emperor. The emperor used this communication system to obtain important 

information from trusted officials throughout the kingdom. The "palace 

memorials" were to be opened only by the emperor himself. The emperor 

would read and comment on these documents with written instructions, and 

then send them back directly to the officials concerned. 121 Petitions also 

traveled through this channel to the emperor, who might respond by issuing 

public edicts to settle conflicts or decide on proposals thus raised. But this 

system was unwieldy, and despite the efforts by the Qing court, the problem 

of poor communication and coordination continued to trouble the state 

apparatus until its final downfall. Foreign diplomatic complications and 

modernization programs during late Qing period increased the volume as 

well as complexity of the official communication among various parts of 

121 This communication pattern was not without pampering by other factors; see for example Mary 
Anderson, Hidden Power: The Palace Eunuchs of Imperial China, Buffalo, 1990. 
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the government. 122 The inevitable weakening of the Qing court underlined 

the sporadical character of China's early industrial projects. There was no 

overall strategy and plan. Ironically, this weakness created opportunities for 

provincial and regional officials, but also limited the scope and scale of 

h . . d . I .. 123 t elr In ustna aspIratIons. 

THE SOCIETAL GROUPS 

As I have argued in the previous chapter, the state must seek out 

resources from one or more societal sectors and then reorganize them for 

the purpose of industry building. These actions were not only constrained 

and enabled through sectoral characteristics, but also had a major impact in 

transforming the state-society relations during the developmental process. 

In a pre-industrial setting, though the emperor and his officialdom were all 

powerful, they seemed remote from the populace. Official power was 

122 Ch 'u T'ung-tsu, Local Government in China Under the Ch'ing, Cambridge, Mass., 1962; Immanuel 
C. Y. Hsu, The Rise of Modern China, New York, 1990; Leung Yuen-sang, The Shanghai Taotai: 
Linkage Man in a Changing Society, 1843-1890, Honolulu, 1990; Thomas A. Metzger, The Internal 
Organization ofCh 'ing Bureaucracy--Iegal, Normative and Communication Aspects, Cambridge: Harvard 
Studies in East Asian Law, 1973. 

123 Lacking overall planning and coordination was a prevailing problem in China's early industrialization; 
see, for example, Lu Shiqiang, Zhongguozaoqi de lunchuanjingying, Taipei, 1962; Albert A. 
Feuerwerker, China's Early Industrialization, Harvard, 1958; Zhang Houquan, Zhaoshangju shi, 
Shanghai; Li Guoqi, Zhongguo zaoqi de tielujingying, Taipei, 1961; Wang Shuhuai, "China's 
Modernization in Communications, 1860-1916", Zhongguo jindai jingjishi huiyi lunwenji, Taipei, 1978; 
Ellsworth C. Carlson, The Kaiping Mines, 1877-1912, Cambridge, Mass., 1957; Cheng Ying-wan, Postal 
Communication in China and Its Modernization, 1860-1896, Cambridge, Mass., 1970. 
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absolute in the face of the popular uprising or political challenges to the 

regime, but in absence of an apparent threat to the dynastic order, the 

officialdom was invisible to most of its subjects. Below the county level, 

there were no formal governmental offices. The ordinary people carried on 

their daily affairs below the level of government attention. The civil 

bureaucracy had no offices in villages and market towns where most of the 

Chinese lived and performed their economic activities. 

Therefore to understand the late Qing industrial efforts, it is crucial to 

identify the critical mass and key mechanisms that bridged the state efforts 

with broader societal participation. This study argues that two groups, the 

gentry and merchants, played an essential role in linking elite ventures with 

the traditional economy in an effort to industrialize China. The 

transformation of these two groups from tradition to modernity was one of 

the most important events that ushered China into industrial era. The gentry 

backed by kinship organizations would soon take charge of the industrial 

projects by reinventing customs and tradition in the local areas. The 

merchant class, especially those at the seaports, was to become the major 

agent to embrace the western business practices and institutions. 
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The gentry class. The gentry or shenshi were local elites who 

presided over the affairs of market towns or villages. On the one hand, they 

served as the institutional linkage between the powerful state apparatus and 

self-sufficient populace. On the other hand, they performed the subtle role 

of balancing the state and society. 124 If the state became too intrusive, they 

served as the buffer to lessen the its impact upon local communities. At the 

same time they made sure that all local obligations to the emperorship (e.g., 

tax and conscripts) were fulfilled. Max Weber characterized them as literati 

because they were versed in Confucian doctrines and took civil 

examinations. He attributed to this class the general order of the Chinese 

state and society. 125 During China's early industrialization, this class was 

crucial in providing personnel for the industrial management. But let us 

first look at their institutional and cultural origins. 

124 Chang Chung-Ii, The Chinese Gentry, Seattle: University of Washington Press, 1967; Ch'u T'ung-tsu, 
Local Government in China Under the Ch'ing, Cambridge, Mass., 1962; Fei Hsiao-tung, China's Gentry: 
Essays on Rural-Urban Relations, Chicago, the University of Chicago Press, 1953; Ho Ping-ti, The Ladder of 
Success in Imperial China, New York: Columbia University Press, 1962; Denis Twitchett and John K. 
Fairbank, The Cambridge History of China, Vol. 10, Part I, pp. 6-19; James H. Cole, Shaohsing: 
Competition and Cooperation in Nineteenth-Century China, Tucson, 1986; Richard J. Smith, China's 
Cultural Heritage: The Qing Dynasty, 1644-1912, Westview Press, 1994; Kathryn Bernhardt, Rents, Taxes, 
and Peasant Resistance, Standford, 1992. 

125 Max Weber, The Religion of China: Confucianism and Taoism, New York: Free Press, 1951. 
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The gentry were degree-holders, individuals who had passed the open 

and competitive examinations held by the state and who were therefore 

eligible for positions in state bureaucracy. The lower gentry, the bulk of the 

degree holders in pre-industrial China, were licentiates (sheng yuan) who 

had passed the subprefectural (fu) level of examinations or else licentiates-

by-purchase (jian sheng) who had purchased their titles by contributing to 

the government funds. 126 There were around one million licentiates in the 

early nineteenth century, and roughly a third of them secured their status by 

purchase. They played leadership roles in local communities throughout 

Ch' 127 mao 

The next higher level was the provincial examination, which 

conferredjuren or the "recommended man" degree. Such provincial 

graduates numbered around 18,000 in the early nineteenth century. The 

title for passing the examination at the national level wasjinshi, of whom 

there were no more than 2,500 and who formed the top pyramid of the 

officialdom. Clearly there was a big gap between the one million licentiates 

126 Chung-Ii Chang, The Chinese Gentry, Seattle, 1967. 
127 Fei Hsiao-t'ung, China's Gentry: Essays in Rural-Urban Relations, Chicago, 1953; Chow Yung-teh, 

Social Mobility in China: Status Careers Among the Gentry in a Chinese Community, New York: Atherton 
Press, 1966. 
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as the "lower gentry" and the 20,000 "higher gentry". The office holders 

mostly came from the higher gentry group. They were therefore sometimes 

referred to as "official-gentry" as distinct from "scholar-gentry" who were 

nominally eligible for official positions but nevertheless remained serving 

in local communities. The lower gentry were prominent in local activities. 

Their scholar-status and literacy skills usually relieved them from farm and 

manual labor, but did not necessarily establish them in the official class. 

Their chief tasks included tutoring, teaching, clerking and other forms of 

respectable long-gown jobs in the local community. They functioned as 

status links between the state offichlls and commoners. Supervised by the 

higher gentry who might reside in the community, the lower gentry 

superintended public works to build bridges, ferries, walls and temples, 

attended to educational activities, holiday events, and Confucian rituals. 

They were also responsible for organizing relief for localized natural 

disasters, and caring for the old, homeless and destitute. The lower gentry 

heavily overlapped with the landed class. Thus in times of crisis, they 

provided both funds and leadership for organizing local militia for 

defending their hometown. In maintaining local order, they used both their 



scholarly prestige and knowledge as well as their access to official 

. I 128 cIrc es. 

In return for their contribution, they were exempted from manual 

101 

labor and corporal punishment. Their status was carefully maintained by a 

distinct life style, epitomized by literacy and leisure for aesthetic enjoyment, 

civility and etiquette. They stood apart from the common populace, though 

their daily interactions with the latter lowered their status. 129 

In addition to their traditional role in local communities, the 

sociopolitical influence of the gentry was boosted greatly by the war time 

circumstances during the Taiping Rebellion (1851-64) and by the post war 

restoration efforts. The gentry's power in community affairs expanded 

along three avenues. First, the gentry played a prominent role in the 

militarized organizations of local communities against Taiping rebels, and 

thereby achieved higher capacity for integrating the broader aspects of local 

128 In addition to above cited works on the Chinese gentry, for their local engagements, see also Philip 
Kuhn, Rebellion and Its Enemies in Late Imperial China: Militarization and Social Structure, 1796-1864, 
Cambridge, 1970. 

129 To some scholars their distinction from the commoners was not always clear apart from their general 
literacy in Confucian scriptures. 8ee, for example, Ho Ping-ti, The Ladder o/Success in Imperial China, 
New York, 1962. 
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life.130 Second, they worked closely with the local government on a range of 

public projects for post-war reconstruction and land reclamation, which 

turned into semi-official institutions in the local community.131 Some of 

these semi-official institutions were particular related to China's first 

industrial projects examined in this study, which included: 

The maritime transport bureaus (haiyunju), which were in charge of the 

transport of tribute rice up the coast to Beijing. 

The commercial tax bureaus (yaliju), which were in charge of the collection 

of commercial taxes, including the likin, the internal transit tax. 

The baojia bureaus (baojiaju), which implemented and supervised the 

baojia system of rural control. 

These government-coopted organizations were headed by deputized 

expectant officials, drawing on the gentry stratum for the practical 

management. 132 They staffed the management at township and precinct 

130 Philip Kuhn, Rebellion and Its Enemies in the Late Imperial China: Militarization and Social 
Structure, 1796-1864, Cambridge, 1970. 

131 Kathryn Bernhardt, Rents, Taxes, and Peasant Resistance: The Lower Yangzi Region, 1840-1950, 
Stanford, 1992. 

132 Ibid, pp. 122-3. 
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levels, and were referred to as township managers (xiangdong) and precinct 

managers (tudong) by the locals. 

Third, the gentry worked outside the official channels for projects, 

but utilizing their network in the bureaucracy or under the informal 

patronage by the retired officials in the local community. These activities 

ranged from organizing irrigation projects and registering population to 

collecting commercial tax. Shantang (House of Charities) and shuyuan 

(Confucian academies) reportedly were among most popular projects 

undertaken by the gentry.133 Because of their leisure, prestige, literary 

knowledge and access to official circles, the local gentry occupied an 

important position of influence during the first wave of industrial 

• •• 134 actIvItIes. 

They represented a long and persistent order based on Confucian 

doctrines, which was a double-edged sword for industrialization. They 

were not used to impersonalized management of modem manufacture, and 

had little access to the modem technology. However, as industrial efforts 

133 See Bernhardt, Ibid, Chapter 4. 
134 In addition to Bernhardt cited above, see also Mary Backus Rankin, Elite Activism and Political 

Transformation in China: Zhejiang Province, 1865-1911, Stanford: Stanford University Press, 1986. 
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expanded from treaty ports to the vast rural areas, they were quick to adapt 

to the new industrial trend, and in time transformed themselves from 

scholar-gentry to a new generation of scholar-entrepreneurs. Moreover, 

they occupied a unique social space, a area in-between state and society 

which was expanding rapidly at the same pace of industrialization in the late 

Qing period. Indeed it would be difficult to imagine how industrialization 

could have occurred in China's rural communities without the consent and 

active participation of the gentry class. As we will see, the developmental 

paradoxes in state-society and of tradition-modernity were expressed most 

intensively in this social stratum. It was a class that made the change 

possible but was to be eliminated or fundamentally transformed in the 

process. 

Merchants. In China's early industrialization, the merchant class was 

another social group that played a prominent role in connecting the state and 

society, and in bridging the tradition and modernity. 135 On the one hand, 

135 For works on the traditional merchant class, see Liu Kwang-ching,jing shi sixiang yu xin xing qiye, 
Taipei, Lien-ching, 1990, pp. 279-325; Wellington K.K. Chan, Merchants, Mandarins and Modern 
Enterprise in Late Ch'ing China, Harvard University Press, 1977, pp. 15-38; Fu Vi-ling, ming qing shidai 
shangrenji shangye ziben, Beijing, 1956; William T. Rowe, Hankow: Commerce and Society in a Chinese 
City, 1796-1889, Stanford: Stanford Univeristy Press, 1984. 
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they were tuned in to the Confucian order, emulating rather than opposing 

the institutions of scholar-gentry and scholar-officials. On the other hand, 

they were active in accepting new behavior patterns and practices 

introduced by the industrial-minded officials during the self-strengthening 

movement. Through compradores, the merchants at the treaty ports, they 

were connected with the foreign business sector whose economic power and 

foreign products were creating challenges as well as new opportunities for 

the merchant class in late Qing China. They had at their disposal a complex 

network based on long distance trade organizations and guilds, which were 

capable of accessing new technology and management skills spreading from 

the foreign spheres. The merchants' traditional alliance with both the state 

officials and local elites positioned them into the foreground of economic 

transformation. But the merchants alone did not have the legitimation as 

well as other key resource factors to embark on industrial ventures. Their 

success therefore depended upon drawing into the industrial process the 

resources and protection from the state sector, and personnels and 

organizational capacity of the gentry class in the local communities. In 

doing so the merchants forever transfonned themselves into part of the new 
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industrial class in China. But before we come to this, let us first of all look 

at the origins and sociopolitical conditions of the merchants in pre-industrial 

China. 

Merchants (shang) held a low social position in China's traditional 

society. Their status ranked below peasants (nong) and artisans (gong), not 

to mention prestigious scholars (shi). The Confucian tradition held them in 

contempt for their greed and lack of virtue. Officials did not trust them 

because their trade mark was self-interest rather than public-mindedness. 

Indeed, the Chinese merchants were never able to gain independent status of 

their counterparts in Europe. Lacking a legal code protecting their property 

rights as in late medieval western Europe, they were vulner~ble to the abuse 

of power by officials and by other social groups who needed a scapegoat for 

their economic plight. Though local and long distance trade were 

conducted on a large scale, and the merchants' wealth was well-known, the 

merchants as a social group were subordinate to the gentry class, especially 

to the officialdom. They were subject to official exaction while relying on 

the latter for government licenses and other protections. Baoxiao (donation 



to the government) was a wide-spread practice by the merchant groups to 

win favors from officialdom. 
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However, beyond their low status the merchants were doing much 

better than being usually perceived. Late Qing witnessed the rapid ascent of 

wealthy brokers (yaseng) and consignment merchants (keshang), though 

lowly street peddlers earned their bread just like other commoners. In local 

market towns and city fairs, the government policies towards commerce 

were generally not oppressive and intrusive, but encouraged self-regulation 

by the merchants. The great merchant families accumulated huge wealth in 

these market towns, which were typically below the attention of the country 

magistrate. Through their influence in the official circles, the consignment 

merchants gained monopoly rights in the lucrative trade in tea, silk and salt. 

The broker merchants functioned as the links between local polity and 

economy. Mandated through government-issued licenses, they were 

positioned to regulate the local market and resource flows while assisting 

local elites to collect taxes for the government. As the economy expanded 

and the government became more dependent on the merchant wealth in later 
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Qing, the merchant class became prominent in providing a middle ground to 

connect the state and society in economic activities. 

It should be pointed out that gentry-merchant distinction became 

increasingly blurred in the late Qing period when the economic activities of 

the gentry families began to expand into the market towns, taking over 

business in warehouses, money shops, long distant trade, and local 

wholesale and retail shops.136 On the other hand, the merchants spent huge 

resources to become isomorphic with the scholars, by either purchasing 

scholar degrees or winning such degrees through civil-service examinations. 

Their descendants became an important pool of prospective degree-holders 

in the local community, thereby achieving social mobility in status through 

h d . 137 t e secon generatIOn. 

Beyond the vast rural areas, a unique group of merchants was rising 

rapidly in the treaty ports. The compradores were Chinese merchants 

specializing in trade with, or working in, foreign business firms. 138 Though 

136 Mary Rankin, Elite Activism and Political Transformation in China: Zhejiang Province, 1865-1911, 
Stanford, 1986. 

137 Frederic Wakeman, Jr., The Fall of Imperial China, New York, 1975. 
138 Wang Jingyu, Tang Tingshuyanjiu (A Study of Tang Tingshu), Beijing, Shehui kexue, 1983; G. C. 

Allen and Audrey G. Donnithorne, Western Enterprise in Far Eastern Economic Development: China and 
Japan, (reprint) New York: Augustus M. Kelley, 1968; Lu Shiqiang, Zhongguo zaoqi de lunchuan 
jingying, Taipei, 1962; Kwang-ching Liu, Anglo-American Steamship Rivalry in China, 1862-1874, 
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most of them had roots in rural communities, their trade differed from the 

traditional commerce. The primary activities of the early compradores were 

in money exchanges and navigation, which helped foreign businesses to 

trade with the larger population in inland China. The compradore 

investment quickly went into business of land speculation, silk, tea and 

other agricultural products, thereby establishing wider contact with inland 

merchants. They were the only group in China that had complete access to 

the institutions of foreign business enclaves in the treaty ports. Like other 

merchants they also had close ties with the govelnment. The duality of the 

compradore was obvious for straddling two different systems of the East 

and West. However, their strength lay in their capacity to bring western 

production technology and management knowledge to the new industrial 

enterprises. In combining their resources with the indigenous industry 

building in both treaty ports and inland, they became China's earliest 

. d . I 1 139 In ustna c ass. 

Cambridge, Mass.: Harvard University Press, 1962; Hao Yen-p'ing, The Comprador in Nineteenth 
Century China, Cambridge, Mass., 1970; Hao Yen-p'ing, The Commercial Revolution in Nineteenth 
Century China, Berkeley, 1986. 

139 Hao Yen-p'ing, The Comprador in Nineteenth Century China, Cambridge, Mass., 1970; Hao Yen
p'ing, The Commercial Revolution in Nineteenth Century China, Berkeley, 1986. 
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On balance the organizational strength and economic resilience of the 

merchant class, both compradores and inland merchants, came from two 

sets of networks. Internally, merchant organizations were based upon 

kinship ties. Family members bore unlimited liability for the family firm, 

but were also supported at times of crises. The family institution was the 

basis of loyalty and trust, but more importantly, a good family reputation 

served as insurance and underwriting in large scale business dealings. The 

family firms had the backing of the clan organizations at home and network 

support at remote cities. For this reason, merchants sought external 

relations with official authorities in order to raise their social status of the 

family. In the absence of modern commercial law, official sanction, formal 

or informal, proved essential for their business practice. Thus, merchants 

were keen on developing patronage relations with officialdom. Some 

families even practiced an internal division of labor, sending some members 

to officialdom and some to the business world. 

Moreover, merchants also developed strong group solidarity either in 

the same line of trade or in the same hometown area. The Ningbo and 

Canton Guilds in Shanghai, and the Shanxi Guild in Beijing, which we will 
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come to later, were examples of such merchant associations based on 

origins of native place, in which remote kinship ties were often alluded. 140 

Commercial guilds were invariably self-governing and highly integrated 

through a system of rewards, normative sanctions, fines, and the threat of 

expulsion. They functioned to provide services and information flow 

internally, and, if necessary, to help settle disputes among individuals or 

firms. They also offered protection against excessive official exactions and 

inter-business competitions. 141 Though these organizations were wide-

spread in late Qing China, they were very fragmented. None of them were 

able to exert enough political muscle to protect their interests as a social 

class. But industrial changes in China prepared the stage where their 

kinship organizations transcended the ancient forms and were transformed 

into modem business enterprises. 

Curiously this transformation was made possible by a number of 

economic institutions of the Qing China, which were largely inherited from 

140 The kinship ties could be alluded to by noting the same last name or the marriage relations of shared 
kinship relatives. See also C. K. Yang, Religion in Chinese Society, Berkeley, 1961; Hilary Beattie, Land 
and Lineage in China, Cambridge, 1979; Patricia B. Ebrey and James Watson (eds), Kinship 
O~¥anization in Late Imperial China, 1000-1940, Berkeley, 1986; 

14 Quan Hansheng, Zhongguo hanghui zhidu shi (A history of China's guild system), Shanghai: 
Xinshengming, 1934; Liu Kwang-ching, "Chinese Merchant Guilds: A Historical Inquiry", Pacific 
Historical Review, Vol. 57, No. I (February), 1988. 
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previous dynasties. Because the modem business management requires 

impersonalized rationalization, the concept of gong (publicness) was a key 

element for adopting the form of stock incorporated organizational 

structure. The modem corporation must not be run like a family business 

based on a set of informal rules and obligations, but must have explicit rules 

and mechanisms of public accountability transcending family members. 

But this "publicness" did not come from the foreign business sector, nor 

from the family business itself. Rather it was borrowed and renovated from 

the century old institutions of state-merchant relationship, in which the state 

bureaucracy tried to hold the merchants accountable.142 Oversight by public 

organs was transformed into a practice in which mana~ement must show to 

its shareholders some degree of accountability for their operations. 

Other institutional tradition included measures of licensing, out-

contracting and direct administrative control. To practise trades such as salt 

production and distribution, mining, and iron-making, merchants had to 

142 For works on China's traditional economic institutions, see W.E. WiIImott (ed), Economic Organization 
in Chinese Society, Stanford University Press, 1972; Tian Qiu-ye et al (ed), zhonghua yan ye .vhi, Taipei, 1979; 
William T. Rowe, Hankow: Commerce and Society in a Chinese City, 1796-1889, Standford, 1984; Leung 
Yuen-sang, The Shanghai Taotai: Linkage Man in a Changing Society, 1843-1890, Honolulu, 1990; Cynthia 
Brokaw, The Ledgers of Merit and Demerit: Social Change and Moral Order in Late Imperial, 1870-1937, 
Cambridge, England, 1989; Susan Mann, Local Merchants and the Chinese Bureaucracy, 1750-1950, 
Stanford, 1987. 
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apply for official licenses. The licensing fees were important both for state 

revenue and as perquisites to officials. 143 Though the tradition of official 

. licensing was double-edged in new industrial ventures, official endorsement 

did sometimes gave some merchant group needed legitimation. Out-

contracting was also widely practiced in the salt trade, a decentralized form 

of organizing production. 144 How would this form of institutional 

arrangement survive in the modem era? Direct administrative control 

existed in large-scale government factories producing silks and ceramics 

and in the tribute rice administration. 145 In the latter, for example, officials 

were put in charge of the collection and transportation in stratified 

administrative structures. 

These measures--licensing, outcontracting and administrative control-

-were often used together. They formed institutional links between the state 

bureaucracy and merchant networks. The state used them to mobilize the 

143 In addition to above cited works, see also Jame Kate Leonard and John Watt (eds), To Achieve Security 
and Wealth: The Qing Imperial State and the Economy, 1644-1911, Ithaca, 1992. 

144 Susan Mann, Local Merchants and the Chinese Bureaucracy, /750-1950, Stanford, 1987; also for it 
modernizing process, see S. A. M. Adshead, The Modernization of the Chinese Salt Administration, 1900-
J 920, Cambridge, Mass., 1970; Tian Qiu-ye et al (ed), zhonghua yan ye shi, Taipei, 1979. 

145 In addition to the works cited above, for overview of China's traditional economy, see also D. H. 
Perkins (ed), China's Modern Economy in Historical Perspective, Stanford, 1975; M. Elvin, The Pattern 
of Chinese Past, Stanford, 1973. 
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merchants for large economic projects, and by the same token the merchants 

relied on them for developing ties with officialdom. The initial 

developmental process did not cancel out these institutional arrangements, 

but on the contrary was often mediated through such arrangements. In fact 

it is through mediation and rediscovery of the existing institutions that 

industrialization began to unfold in the Chinese cities and rural 

communities in late Qing China. To be sure, the new industrial order did 

not arise from the ashes of the past, but was recreated by melting tradition 

and modernity, and by combining the foreign and indigenous ways of doing 

business. 

WHY NA VIGATION, COTTON TEXTILES, AND BANKING? 

The following three chapters will discuss the Chinese experience of 

industry building in steam navigation, cotton textiles and banking. But 

before taking up this task, it is necessary to put a brief note on the 

uniqueness as well as shared similarities of each of the three sectors. 

Though the details will be presented in the ensuing chapters, some 

comparative perspective will help to highlight the key points of the Chinese 



experience of early industrialization, and thereby helping with the 

exposition of the cases in greater detail. 
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The three cases--navigation, cotton textiles and banking--are chosen 

because they were path-breakers for other industrial efforts in this period. 

They were not the military factories set up expediently for producing guns 

and boats against foreign invasion. They were not national defense 

projects, of which we have better knowledge, but were internally oriented 

efforts to transform China's economy by adopting western methods, of 

which we know relatively little. These were sectoral processes of industry 

building, involving drastic as well as highly complex changes in 

institutions, resource structures and organizational forms. Each was a 

watershed event of the time with far-reaching consequences. Taken 

together, they represent a fairly complete macro picture of China's early 

industrialization in late Qing period. Though each built on enduring 

legacies from China's pre-industrial economy, their variation facilitates 

comparative analysis necessary to capture the essentials of the Chinese 

experience of industrialization. 
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All three sectors had a rich and well-established sectoral tradition 

prior to industrialization. In each sector unique institutions had existed and 

evolved for centuries with moderate changes. However endowed with 

respective production technologies and other resource factors, they had 

developed different forms of organization to meet requirements in 

production and marketing, thereby institutionalizing distinct relations with 

the state bureaucracy and other social groups. At the dawn of 

industrialization, though they shared the same traumatic experience of being 

devastated by the invasion of the foreign capital, the responses of the 

sectors were quite different due to diversions of pre-established institutions 

and resource structures among them. Therefore a sectoral trait underlined 

their strategies as well as evolutionary paths towards industrialization. 

In the pre-industrial navigation sector,146 the demand of services was 

primarily from the state which shipped tons of tribute rice from southeastern 

regions to the northern part of the empire. As this was also considered the 

lifeline of the kingdom, the state involvement in the navigation trade was 

much more direct and deep than in the other two sectors. In contrast the 

146 For details on pre-modem navigation sector see Chapter 3. 
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products of cotton textiles were distributed widely in the population, and 

services demanded were much more diversified than in the navigation. The 

demand from the officials for textiles products was met primarily through 

open market rather than through administrative channels. Therefore the 

state was minimally involved in the cotton textiles production during pre-

modem period. 147 The banking sector was situated in the middle between 

navigation and cotton textiles regarding the degree of the state involvement. 

Though government was still a conspicuous customer of the banking 

sector, the requirement for services was quite diversified, though less so 

than in the textiles sector. Part of the reason for this limited diversification 

was that the services (e.g., remitting and transporting currency) were 

demanded by govelnments at different levels and in different geographical 

areas, rather than by one central bureaucracy as in the case of tribute rice 

transportation. Moreover the minting of currency was not centralized and 

standardized in pre-modem China, giving rise to multiple centers of 

currency regulation and control, which in tum pressured the money 

h d"fy h . . 148 B . Ch' , exc anges to Ivers I t elr servIces. ut most Important, ma s pre-

147 For details on pre-modem cotton textiles sector see Chapter 4. 
148 For details on pre-modem banking see Chapter 5. 
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modern banking was primarily directed to serving merchants, gentry and 

other social groups on a daily basis. It was therefore less tied to the 

government-demanded, seasonal operations that dominated the navigation 

sector. In all, government involvement in banking was limited to oversight 

with no direct or administrative control. 

Resource structure and organizational forms also differed 

significantly across the three sectors during the pre-industrial period. The 

navigation trade was centered around the maritime operations of shachuan 

(flat-bottomed junk boat). Because of the large quantity of the goods 

carried, shachuan usually went in fleets. Though the technology involved in 

operating a shachuan was not elaborate, maritime experience was the key to 

survival on the unpredictable sea routes. Thus compared to textiles and 

banking, the navigation trade had a higher barrier to entry due to expensive 

equipment and the special knowledge required for operation. The task was 

also more centralized in nature, and its coordination required a hierarchical 

organizational structure. All this, it seems, must have made it easier for the 

state bureaucracy to intervene administratively and to implement direct 

control. 



119 

The cotton textiles sector had much more flexibility in the way 

production was organized. Though the traditional weaving machine was 

quite a sophisticated piece of equipment, it was nevertheless simple to 

operate. Unlike the modem manufacture of cotton textiles, China's 

traditional cloth making was done by mostly women in their houses and at 

flexible times. Rather than centralized administration, it depended heavily 

on the networks facilitated by local merchants. A portion of the household 

production was for domestic consumption. The degree of 

commercialization of cloth making varied by region, but even with high 

commercialization it was still difficult for the state bureaucracy to mobilize 

and administrate the decentralized resources of the cotton textiles sector. 

Only the local gentry and merchant class had access to this community, 

which existed largely outside the spheres of the state bureaucracy. 

The banking sector was quite unique in both its resource structure and 

organizational form. The production technology was comprised of 

professional knowledge and expertise, including book keeping, currency 

evaluation, and financial planning, which required years of training to 

attain. As financial service institutions, money shops were parasitic on 
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merchants' networks, or were embedded in the official structures which 

they serviced. Not surprisingly a much higher requirement was placed upon 

the integration and flexibility of the money shop organizations, which 

constrained the scale and scope of the organization. The network 

connections with both official and merchant quarters were the lifeline of the 

money shops, making them more sensitive to and dependent on their 

environment. Thus organizations in banking trade were less hierarchical 

than those in the navigation sector, but much more integrated internally than 

cloth making in rural communities. In scale and scope they ranked below 

the shachuan fleets but above cotton textiles organizations. 

However, in spite of distinct legacies from tradition, all these sectors 

faced a number of common problems while trying to industrialize. First, 

they all lacked funding to initiate industry building, which required heavy 

investment either in machinery (navigation and cotton textiles) or in startup 

funds (banks). Here the state support was essential. Second, they had to 

overcome the gap presented by the new industrial technologies. The 

challenge to the navigation sector was between junk boats and steamships, 

while in the textiles sector household hand-waving had to be replaced by the 
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new technology sustained in modern cotton mills. Banking must also 

absorb many new practices in order to service modern enterprises. Third, 

they all needed to expand their organizational scale and scope to 

accommodate new production technologies, thereby transforming their 

respective organizational structures and principles. It was no longer 

possible, for instance, to staff all the job positions with family and clan 

members. The new establishments needed to draw on different kinds of 

human resources with specific knowledge requirements. Here management 

skill was an essential asset. 

Fourth, they all faced intensive competition from foreign firms whose 

products had already entered China. The key question was whether the state 

could construct a greenhouse for new industries with an effective protective 

shield against foreign competition. To make the matter more complicated, 

too much government bureaucratic control would stifle industry, and over

protection through state enforced monopoly was not necessarily good for 

the long term health of the new industry. Lastly, these sectors had to endure 

transition pains, which included violations of vested interests, 
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unemployment, downward mobility of those with obsolete technology, risk 

and uncertainty, and problems of legitimization and cultural justification. 

Despite all these odds, industry building took place in all three 

sectors in the late Qing period when the state agents and social groups tried 

to resolve these difficulties with their limited resources and unlimited 

inventiveness and ingenuity. The results were mixed successes and failures, 

leaving lessons to be drawn and many puzzles still challenging the modem 

scholarship. Now let us tum to these cases. 
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CHAPTER THREE THE MERCHANTS' COMPANY 

Steam navigation occupies a special place in China's modem 

business history. Its perceived importance was partly due to the defeats of 

the two opium wars. At that time most Chinese attributed the defeats to two 

factors: China's poor war equipment, especially its ships and guns, and 

China's backward economy. Viewed at this level, it is understandable that 

modernizing the shipping and navigation sector was one stone aiming at 

two birds. The China Merchants' Company (CMC) was the first and 

primary effort in the sector, the experience of which set out a model or 

formula which many other industrial projects would soon follow on the 

trail. 

To create a developmental regime or a suitable micro social system 

for CMC was a great challenge to both the state bureaucracy and concerned 

social groups. First, the required resource factors were scattered across 

several groups or sectors that were poorly linked. To start a modem steam 

navigation company required heavy investment in expensive steamers, 

warehouses and other land facilities. The state alone did not have enough 
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funds to pay the balance, and merchant's capital must be tapped. Then there 

was the problem of production technology and management skills, which 

the state bureaucracy did not possess. This had to be learned from the 

foreign business, but who could mediate this transfer of knowledge? 

Second, even if the difficulty of resources was overcome, would the 

new company be able to survive competition from the foreign firms already 

established in the Chinese waters? Then how to deal with the pain of 

transition within the Chinese community? Would the new company be able 

to overcome the vested interests in the shachuan trade (the traditional 

navigation sector) and help ease the unemployment pressure in that 

community? Was there enough cultural and political capital to justify the 

project in the communities of the officialdom as well as social groups? 

To overcome these barriers of entry, the late Qing government came 

up with the formula of guandu shangban (official supervision and 

merchant operation), which would secure a cooperative relationship 

between the government and key resource groups. The arrangement had a 

number of key aspects that facilitated the needed micro social system for 
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founding CMC. First, the initial capital was to be deposited by the state, 

which would be supplemented by additional funds from rich merchants in 

both the compradore and shachuan communities. The state would pledge to 

have its tribute rice transported by the new company, thus securing its initial 

market share. The state would also legitimate the new company through the 

discourse that CMC served fundamental interests of national defense and 

regaining economic rights from foreigners. Second, the new company 

would be organized as a joint stock company owned by Chinese nationals 

and run according to its appropriate rules and regulations. The state would 

provide oversight over the new company, but the management was in the 

hands of the merchants. Of course the profits and losses were entirely the 

responsibility of the merchants and would not involve the state. Third, the 

merchant groups would participate in the new company, whereby bringing 

in from foreign business spheres and indigenous social sectors ( a) the 

additional capital, (b) the needed production technology, and (c) 

management skills. 
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Apparently the prescribed formula of guandu shangban was able to 

facilitate a reorganization of the key resource factors--scarce and distributed 

unevenly across groups and sectors--for founding CMC. But in actuality 

the process was much more complex because it required a series of 

creations and renovations of the critical links between the state and society, 

and above all between the new enterprise and traditional institutions. These 

critical links may be disguised as network contacts, emergence of a critical 

mass, renovated norms and cognitions, or institutional mutations. All these 

however were deeply embedded in the paradoxical situations derived from 

the fundamental conflicts in the roles of the state and culture. 

In seeking out and then reorganizing these key resources, the state 

undermined the pre-existing governance order as well as its sustained 

relationship with the shachuan community. It also created a sub-culture 

incompatible with the primacy of familial rather than company loyalty. 

Caught in the state-society contradictions, the state had to playa balancing 

game: while preventing itself being entangled in the vested interests, it must 

also remain committed to a deep "connectedness" with these interests in 
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order to successfully effect industrial changes. While initiating change and 

mandating cooperations from social groups, the state must keep its paws off 

the new enterprises in order to secure the latter's autonomy and leave room 

for entrepreneurship. 

The process of assimilating foreign ideas and models was deeply 

embedded in the logic of Chinese culture and traditional institutions. 

Throughout CMC's history, a cultural duality persisted in which tradition 

was constantly reinterpreted while western ideas and institutions were made 

meaningful through, and then assimilated into, the indigenous social 

context. This was a constant source of tension and conflicts. For instance, 

one move by CMC management was often indexed in two systems, one to 

the foreign system tuned to the market competition and survival, and the 

other to the domestic system of institutional arrangement. At times there 

were two chief managers: one to deal with the government and the other to 

look after the business. As the management responsibility was half-official 

and half-commercial, the structure of the company was also halfway 

between the two systems. 
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The well-established shachuan trade proved to be an institutional 

barrier to directly copying the foreign organizational forms of steam 

navigation. Overcoming such barrier required a number of linkage points to 

"smooth over" the transition. The unusual persistence of institutions related 

to shachuan and other practices in the field forced the state-led industry

building to be locked to the past. Moreover, out of this connectedness a 

new industrial class was born, mostly coming from official and merchant 

background. The compradore merchants left the foreign business, 

transforming themselves into independent industrial entrepreneurs, while 

the former state administrators became new entrepreneurs after leaving the 

government apparatus. During this process, ideology was an important 

arena to "reframe" and legitimate changes, thereby creating a string of 

myths, symbols and beliefs surrounding the new class and the new 

enterprise. 

In short, tradition was more than the backdrop against which industry 

building occurred. It also constituted the mediating mechanisms of 

development. As a harbinger of China's early industrial era, CMC 
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exhibited a deep duality of tradition and modernity. Though tradition did 

not determine the outcome of industry building, how tradition was utilized 

did have significant consequences. The determining factor was those 

critical linkages that pooled the key resources together while overcoming 

state-society and tradition-modernity contradictions. They ultimately 

predicted the successes and failures of CMC. 

The rest of this chapter traces the trajectory of CMC from its birth to 

full stature, analyzing how CMC's strategy and structure were formulated 

against the paradoxical situations, and then evaluating the impact of the 

strategy and structure on the company's growth and competitive positi<;>n. 

But first let us look into the historical background. 

mSTORICAL BACKGROUND 

It is a curious fact that China's modem navigation industry was born 

literally into the tradition, but was not derived from it. Throughout its 

founding and initial growth, CMC was never able to cast aside the shadow 

of the shachuan trade, to which we shall now tum. 
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The shachuan trade. In the first half of the nineteenth century, 

China's river and sea routes were dominated by flat-bottomed sailing boats 

called shachuan or junk boats. In the Jiaqing Reign (1796-1820), about 

3,500 shachuan or junk boats were regularly operated by the lower Yangtze 

merchants to carry maritime trade. Individual entrepreneurs were known to 

own fleets (bang) of thirty or forty such vessels. 149 Toward the mid-

nineteenth century, shachuan trade along the sea coast and the Yangtze river 

grew in importance, especially after the Grand Canal from Beijing to 

Hangzhou became silted. 150 In the 1850s, there were approximately 14,000 

to 20,000 junk boats operating in maritime trade, and approximately equal 

b .. I . d I . 151 0 . num er m mtema rIver an cana transportatIOn. ne eye-wItness 

recounted an assemblage of about 3,500 to 3,600 shachuan, both large and 

small, in Shanghai area; the large ones are capable of carrying 3,000 

149 The tribute rice fleets or bang were recorded in da qing Ii chao shi lu (the archives of the Qing 
emperors), and for a excerpt of their activities in Qianlong Reign (1736-1795) and Daoguang Reign 
(1821-1850), see Qing shi lujingji ziliao ji yao (Selected economic documents from the archives of the 
Qing emperors), compiled by History Department of Nankai University, Beijing, Zhonghua, 1959, pp. 
919-921. The existence of such fleets is also mentioned in Twitchett, Denis and John Fairbank (eds), The 
Cambridge History of China, Vol 10: Late Ch'ing, 1800-1911, Part I, Cambridge University Press, 
1978, pp. 123. 

150 The Cambridge History of China, Vol. 10, Part I, pp. 119-128. For detailed information about 
conditions of the Grand Canal, see Zhang Zhe-Iang, qing dai de cao yun (The tribute rice transport of the 
Qin§ dynasty), Taipei, 1969, pp. 33-36. 

liT. Roger Banister, A History of the External Trade of China, 1834-1881, pp. 30. 
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hectoliter or dan (roughly 150 tons) of dry goods whereas the small ones 

1,500 or 1,600 hectoliter (roughly 75 tons).,,152 Another estimate states that 

each year there were 5,300 shipments (shachuan) of goods transported along 

the Yangtze river to Shanghai, and 7,000 shipments of goods and 

passengers out from Shanghai to the sea. 153 Though we do not have 

adequate data to assess the precise number of shachuan in trade, it is certain 

from numerous eye-witness descriptions and official memos that such trade 

was operated at considerable large scale in Shanghai, Canton, Shantou, 

Fuzhou, Ningbo, Dengzhou, and Niuzhuang. 

The two biggest items of the shachuan-trade were soybeans and 

tribute rice. Soybeans and related products, which were produced in the 

Northeast and Shandong, were loaded in Niuzhuang and Dengzhou, and 

then shipped to Shanghai. From there they were distributed to the coastal 

provinces of Jiangsu, Zhejiang, Fujian and Guangdong in southeastern 

China. In the Xianfeng Reign (1851-1861), more than two thousand 

152 There were a number of reports to such effect, though with minor variation on the actual carrying 
capacity. See Wang Xi and Qi Xue-qiu,jianwen suibi (Eyewitness notes), Vol. 2, pp. 12; and Qi Yan
huai, hai yun nan cao yi (On Sea transportation of tribute rice), in He Chang-ling (ed) huang chao jing 
shi wen bian, Vol. 47, pp. 23; 

153 Nie Bao-zhang (ed), zhongguo jindai hangyun shi ziliao (materials on the navigation history of 
modem China), Vol. 1, Part II, pp. 1254-5. 
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shachuan employing more than 100,000 people depended on soybeans 

transport for a livelihood. ls4 

The other big item in shachuan trade was tribute rice transportation. 

This has been considered the life line of the dynasty, upon which the 

metropolitan population, the army, and the members of the court and 

nobility depended for the crucial supply of food. The rice tribute was 

collected from provinces primarily along the middle and lower range of the 

Yangtze river, and then transported to Beijing. An administrative system of 

tribute rice collection and transportation dated back to the Tang dynasty in 

the eighth century, and became very elaborate in the Ming dynasty in the 

late fourteenth century. This institution extended into the Qing dynasty 

without much alteration. However, as the Grand Canal's silt problem 

increased in the nineteenth century, the emphasis was gradually shifted to 

the sea route. ISS 

IS4 The employment figure is estimated by Zhang Hou-quan, zhao shang ju shi, Beijing, 1988, pp. 9. 
Many fleets had business in both soybean and tribute rice transport. If both trades included, the 

employment number should be larger, though it is never possible to estimate the exact figure. For 
scattered reports on this, see Hai-fang dang: gou mai chuan pao (archives on coastal defence: purchase 
of ships and guns), Taipei: Institute of Modem History, Academia Sinica, 1957, Part III and IV; and 
Chouhan yiwu shima: Xian!ellg reign, (compiled by Jia Zhen), 1929, Vol. 32, pp. 16. 

ISS For the history of tribute rice administration and a detailed analysis for the Qing period, see Zhang 
Zhe-Iang, qing dai de cao yun, Taipei, 1969; and Yang of Wuxi, zhongguo caizheng shiji yao, Taipei, 
Guofeng, Volumes 23 and 24. 
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During the Xianfeng Reign (1851-1861), more than 4,000,000 dan or 

hectoliter of rice was collected from Jiangnan provinces annually. It was 

shipped down the Yangtze to Shanghai and stored there. Then further 

arrangement was made to transport it to Tianjin over sea. Shachuan was the 

primary means of tribute rice transportation. The shachuan fleets headed 

north with tribute rice and then sailed south with soybean products. 

In the aftermath of its humiliating defeat in the Second Opium War 

(1856-1860), the Qing government was forced to sign a series of unequal 

treaties. 156 They guaranteed Western firms free access to all major coastal 

cities in China. More importantly foreign ships were allowed to sail freely 

along the Yangtze river from Shanghai to Hankou, thus reaching far into 

China's inner land. Foreign business ventures also enjoyed the rights of 

exterritoriality, and were exempted from the heavy Itkin, a form of transit 

tax on commodities. In the 1860s, the likin tax became more and more 

onerous. Local governments set up numerous checkpoints within their 

156 For detailed contents of these treaties, see Wang Tie-ya (ed), zhong wai jiu yue zhang huibian 
(Compilation of earlier treaties between China and foreign countries), Beijing, Sanlian, 1957, 1959, 
1962; and a recent selected version was published with convenient background information and brief 
comments following each treaties, see Zhu De-xin and Liang De (eds), zhong wai yue zhang hui yao: 
1689-1949 (Selections of Sino-foreign treaties: 1689-1949), Heilongjiang Renmin, 1991. 
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jurisdiction to levy arbitrary likin taxes on passing goods. The likin 

exemption gave foreign ventures a large competitive advantage over their 

Chinese counterparts. The only form of tax that foreign businessmen had to 

pay was a 2.5 percent duty on imports plus a 2.5 percent tax for shipping 

and selling the goods inland (zikoushui).157 As the treaties stipulate, the 

customhouses in China were to be managed and controlled by foreigners. 

All this, it seems, contributed to the decline of the shachuan trade. 

The shachuan owners did not have the resources to revolutionize their 

decaying fleets. Nor did they have government protection from competition 

of foreign vessels. The foreign navigation came into China to destroy the 

shachuan fleets, not to industrialize them. They were losing out fast, a 

burden rather than asset to the Qing government. It seems that unless the 

state stepped in to save them, the whole domestic navigation would be soon 

wiped out. This was in fact what appeared to be happening in the 1860s. 

Some shachuan merchants petitioned the government to protect the 

rights of the Chinese shachuan fleets to the soybean trade and to keep out 

157 For detailed account of the late Qing tax and customs system, see Zhou Bo-di, zhongguo caizheng 
shi (China's fiscal history), Shanghai, 1981, pp. 472-491. 
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the foreign competition. Though winning the sympathy of the provincial 

officials, this plan was considered untenable by Beijing due to the treaties 

imposed by the western powers. Thus when Li Hongzhang later proclaimed 

that CMC would take back China's economic rights from foreigners, it was 

a very significant statement for rallying support for the new enterprise. In 

fact from the very beginning the establishment of CMC was deeply 

confounded with the plight of the shachuan trade. In the eyes of many 

officials, the two issues were inseparable. But how to reconcile the need to 

save shachuan while building a modem navigation industry was a question 

to be debated for years. 

The coming offoreign steamers. Following the treaties, the opium 

trade became legal and the door to China's market swung wide open. The 

volume of foreign trade skyrocketed in treaty ports. In 1855, for example, 

only 589 foreign commercial vessels were recorded to have visited the 

Shanghai port, clearing 157,172 tons of goods. The figures almost tripled to 

1,979 vessels and 593,372 tons respectively in 1860. By 1863, there were 
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6,947 foreign vessels visiting Shanghai, clearing 1,961,199 tons of goods. ISS 

This means that Shanghai's foreign trade increased approximately thirteen 

times during a eight year interval. The increased volume of trade stimulated 

the growth of foreign steamship transportation, a new technology which 

proved far superior to the Chinese junk boats. 

Not surprisingly, there was a huge surge of foreign ventures in 

steamship transportation after 1862. Table 1 shows the establishment of 

foreign steamship companies in China from 1862 to 1873, prior to the 

establishment of CMC. 

158 Huang Wei, Shanghai kaibu chuqi dui waimao gUaTlXi yanjiu, Shanghai, 1961, pp. 175. For a 
comprehensive view of the trade in Shanghai during this period, see Zhang Zhong-Ii et al (eds) , jindai 
shanghai chengshi yanjill (Research on Shanghai city in modem history), Shanghai Renmin, 1990, pp. 
101-127. 
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Table 1. Foreign Steamship Companies in China, 1862-73 

Company Founder National Year Paid-up 
Origin Founded Capital * 

Shanghai Steam Russell & America 1862 Tis. 1,000,000 
Navigation Com. 
Shanghai Cargo Boat Co. Britain 1863 

Hongkong, Canton & Britain 1865 Tis. 1,144,000 
Macao Steamboat Co. 

Union Steam Navigation Britain 1867 Tis. 170,000 
Co. Glover $ Co 
North China Steamer Co. Trautmann Britain 1868 Tis. 194,000 

&Co 
China Trans-Pacific Steam America 1872 Tis. 893,750 
Ship Co. 
China Navigation Co. Butterfield & Britain 1872 Tis. 970,000 

Swire 
China Coast Steam Jardine, Britain 1873 Tis. 325,000 
Navigation Co Matheson & 

Co. -Sources: Zhang Hou-quan, zhaoshangju shi (History of Merchants' 
Company), 1988, pp.5; Liu Kwang-Ching, Anglo-American Steamship 
Rivalry, 1862-1874, 1962, pp.ll. 
* In Shanghai taels. 159 

159 The silver currency in late Qing China was notoriously chaotic. The weight and purity of silver 
currency varied from different mints and from time to time. The taels used in this study were either 
Shanghai taels or standard customs taels. Each tael was approximately equivalent with one Mexican 
dollar, which was the recognized foreign currency in foreign trade accounting. 
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Apart from the steamship companies, almost all the major foreign 

firms in China's treaty ports owned steamships to transport goods along 

China's sea and river routes. For instance, Dent and Company, Augustine 

Heard & Company, Holmes & Company, Melchers & Company, Lindsay & 

Company, Fletcher & Company, Olphant and Company, and David Sassoon 

& Company in Shanghai were all recorded to be involved in this lucrative 

b . 160 usmess. 

The profits were huge. Xu Run, then a compradore at Dent & 

Company, but later an important figure in CMC, left the following remarks: 

The steamer [traveling between Shanghai and Hankou] charged TIs. 75 per 

passenger, TIs. 25 per ton of goods, plus tugging four local junks down 

stream to Zhenjiang or Shanghai; each of these junks can carry five to six 

hundred tons of goods, while TIs. 15 is collected [by the company] for each 

ton of the goods on these junks; thus the profits are phenomenal.... One 

round trip's earning was said to be as much as the cost of the ship itself. 161 

160 For more information on these firms' involvement in steam trade prior to 1872, see Liu, Kwang
Ching, Anglo-American Steamship Rivalry, 1862-1874, 1962, pp. 10-11, 39; Huibao, Tongzhi 13/12/26 
(January 23, 1875), cited through Zhang Guo-hui, yangwu yundong yu zhongguo jindai qiye 
(Westernization and Chinese modem enterprises), 1979, pp.127; and Zhang Zhong-Ii, jidai shanghai 
chellJshi yanjiu, pp. 180-198. 

1 Xu Run, xu yu zhai zi xu nian pu (chronicle autobiography), 1927, pp. 8. 
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Though competition later drove the prices down, they were much higher 

than in other parts of the world. In 1861, for instance, the annually 

averaged price was TIs. 10.5 per ton from Shanghai to Hankou (600 miles), 

and TIs. 20 from Hankou back to Shanghai. 162 But TIs. 30 was then 

approximately the price per ton from London to Shanghai. Huge profits 

attracted intense competition and a price war ensued ending in 1867 in the 

domination of Shanghai Steam Navigation Company (SSNC),163 established 

by the Russell and Company. From 1867 to 1872, SSNC's net profits 

averaged about TIs. 752,400 annually, and profit rates were about 70 

percent as shown in Table 2. 

Table 2. The Shanghai S. N. Co.'s Earnings (in taels) 

Year Gross Earnings Expenditures* Net Earnings Profit Rates 

1868 1,883,850 1,077,839 806,011 75 
1869 1,795,550 1,047,774 747,776 71 
1870 1,841,100 1,049,960 791,140 75 
1871 2,036,700 1,193,878 843,822 71 
1872 1,891,800 1,354,495 537,305 40 

Sources: Kwang-Ching Liu, Anglo-American Steamship Rivalry in China, 
1862-1874, 1962, pp. 94. *Discount rate is disregarded. 

162 Kwang-Ching Liu, Anglo-American Steamship Rivalry in China, 1862-1874, 1962, pp. 42. 
163 Kwang-Ching Liu, ibid, pp. 70-111. 
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Technologically, foreign steamers were much superior to the Chinese 

shachuan. While it took months for a shachuan to sail from Shanghai to 

Tianjin, it took only a few days for the steamers to cover the same distance. 

The risk factor (e.g., treacherous weather and piracy) was much larger with 

a shachuan than with a steamer. 164 Besides the fact that steamers were 

faster, safer, and cheaper than shachuan, institutional arrangements also 

contributed to the latter's decline. For example, as we have already 

mentioned above, the system of likin tax placed shachuan fleets in a 

disadvantaged position. When the foreign steamers gained free access to 

the soybean transportation in 1862, the decline of shachuan trade became 

inevitable. In the Shanghai area, for instance, the number of shachuan 

decreased from three thousand strong to only four or five hundred in 

1867.165 

Thus the founding of CMC would take place in a highly competitive 

world where foreign steamers had decisively triumphed over China's 

164 Chouban yiwu shima: Tongzhi chao (managing western affairs: Tongzhi reign), compiled by Bao 
Jun, 1929, Vol. 86, pp. 19. 

165 Hai/ang dang, Part III, pp. 861. 
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ancient navigation trade. Here the role of the state in providing a protective 

shield would be essential. But how? 

Tile compradores and early steam navigation in treaty ports. The 

rise of the compradore merchants at treaty ports occurred at the interstices 

between the traditional commerce and foreign trade. They linked foreign 

business interests with China's domestic market. But more importantly 

they would later serve as a critical mass to bridge the Chinese aspiration and 

the technology of management and navigation of a modem fleet. Without 

such knowledge China's navigation industry would never be able to move 

forward. 

The combination of the compradores and foreign firms was based 

upon mutual interest. Many compradores purchased or chartered steamers 

through foreign firms. Before 1867, there was no legal codes for the 

Chinese to directly purchase foreign steamers. The Qing government 

prohibited such purchase for fear that Taiping rebels might get hold of the 

ships. In fact, during the Taiping Rebellion (1851-1864), any civilian use of 

ships in Yangtze river and along the coast was under close supervision of 



the government. For the war purpose the government did purchase a few 

steamers, but only for military purposes. 
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The likin system was also a big setback for the Chinese who wanted 

to venture in steamship transportation. Under such system, foreign firms 

and ventures were exempted from the transit tax, while the Chinese 

merchants had to pay both the tariff and likin. Moreover, the steamer 

business was mostly connected with international trade, which was firmly 

controlled by foreign firms in treaty ports. Thus subjugation to the foreign 

firms seems a natural course for the Chinese compradores interested in the 

steamer trade. 

In the late 1850s, the first compradore participation in steamship 

navigation took the form of investing in the stocks of foreign firms. In 

1859, for instance, Augustine Heard and Company placed an order for a 

steamer, and ten percent of the funds came from the compradore 

investors. 166 If the 1850s saw scattered participation of the compradores in 

steamer business, their numbers exploded in the 1860s. Not only the 

166 Zhang Hou-quan, zhaoshangju shi, pp. 15. 
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percentage of their shares in the foreign firms rose sharply, they also began 

to purchase their own steamers, though under the name of foreign firms. 

Many foreign firms reaped huge profits by serving as the agent of the 

compradore who purchased and operated the steamers. These steamers 

would be registered at the foreign consulate and under the name of the 

foreign agent. In this way, the compradore could avoid registering at local 

governments, and thus avoid the likin tax and other restrictive regulations. 

In 1863-4, the Augustine Heard ordered three steamers, for which nineteen 

compradores laid down their money. In 1865 when the company 

established the Hongkong, Canton and Macao Steamboat Co., the 

compradores were considered the "stable supportive force" of the company. 

Similarly, the Union Steam Navigation Company absorbed two 

compradore-owned steamers at its founding in 1867, along with the 

additional capital they invested in the company. 167 In 1872 when China 

Coast Steam Navigation Company was founded, ofthe total 1,650 shares, 

935 shares or 57% were held by compradores. Among the North China 

167 Zhang Hou-quan, zhaoshangju shi, pp. 16. 
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Steamer Co. 's shareholders, one third of the shares were held by 

compradores. 168 

The most prominent steam company was Russell's Shanghai Steam 

Navigation Company. Like most British and American business ventures in 

China, the Russell was organized as a commission house, being responsible 

mainly for purchases and sales in China on behalf of the principal firm in its 

mother country. Warren Delano, Jr., remembered chiefly as Franklin D. 

Roosevelt's grandfather, was the company's managing partner in China and 

had full control of its funds. 169 Delano was an seasoned merchant in the 

China trade. He almost single-handedly developed the commission house 

tradition for Russell & Co. The trick was to find and then engage in 

ventures with both small investment and low risk. While the proposed 

steamship venture required large funds, they had to come from the Chinese 

compradores. As he wrote on March 31, 1861: 

With regard to the subscription papers for the two lines, I cannot say I 

think there is much chance in our getting up the two lines. I have 

168 Ibid. 

169 Liu Kwang-Ching, Anglo-American Steamship Rivalry in China: 1862-1874, 1962, pp. 16. 
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however little doubt about the Yangtze river line ifE. C. [Edward 

Cunningham] can depend on his "Chinese partners" [who] will join in 

the enterprise in the shape we place it. The coast line I think may be 

got up ifR. & Co. will assume $100,000 -- and you can place with 

cash subscribers &100,000 more in New York, Boston & Co. Native 

and other friends in Canton, Hongkong, F oochow [Fuzhou] and 

Shanghai may I think be depended upon for $200,000 -- perhaps a 

little more. 170 

Thus compradore capital was a crucial resource for Russell & Co. as it 

started steamship operations in China. Among the company's initial TIs. 

1,000,000 paid-up capital, TIs. 600,000 to 700,000 were contributed by 

Chinese compradores. 171 Though the amount of the capital that the Chinese 

had paid up was large, their influence on the management and internal 

affairs of the company was very limited. There is no record that the 

Chinese compradores actively participated in the company's management 

170 Liu Kwang-ching, ibid, pp. 17. 
171 Zhang Hou-quan, zhaoshangju shi, pp. 16; and Liu Kwang-ching, 1962, pp. 18-20. 
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and other technical areas. Most of them functioned as money lenders rather 

than as real stock holders. 

But a small number of them did acquire the operating knowledge of 

the steamship navigation. They probably learned the trade through hands

on experience rather than formal education or training. They also had some 

first hand experience in the management of modem enterprises. As we will 

show later, this small group of merchants with their crucial knowledge and 

capital would be sought after by the state agent and would perform a key 

role in the founding and initial growth of CMC. They were catalytic to the 

formation of China's first industrial class. In 

THE ORIGINS OF CMC: PRE-FOUNDING PERIOD 

The birth of CMC was deeply embedded in pre-existing institutions, 

which in tum marked the new enterprise with a tradition-modern duality, a 

birthmark to be carried for a long time. This continuity from the past 

suggests that CMC, AND China's early industrialization in general, was 

partially an indigenous process, though one stimulated by foreign intrusion. 

172 Hao Yen-p'ing, The Commercial Revolution in Nineteenth-Century China. Berkeley, 1986. 
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It involved step-by-step adjustments and reform of the pre-existing 

institutions rather than one grand transplantation. Industrialization, though 

it may appear revolutionary in its result, was evolutionary in process. 

Two major indigenous models were important in shaping CMC from 

its founding and through its early growth. These were the salt commerce 

and tribute rice transportation, which were constantly referred to as 

alternative models to western forms of business organization. As we will 

show later, it is largely from these two institutions that CMC derived its 

famous formula of guandu shangban (official supervision and merchant 

operation). 

The state salt administration was one of the largest economic entities 

in Qing China. 173 Licensed by the state bureaucracy, salt merchants 

operated in a complex network under close oversight by the officials. The 

production of salt was usually dominated by a small number of "factory 

merchants" (chang shang) who owed their positions to government 

recognition. Distribution and sales were then farmed out to "transport 

173 S. A. M. Adshead, The Modernization o/the Chinese Salt Administration, 1900-1920, Cambridge, 
Mass., 1970; Tian Qiu-ye et a1 (ed), z/lOnghua yan ye shi, Taipei, 1979 
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merchants" (yunshang) who had been able to pay the salt gabelle in advance 

and who received monopoly rights in designated areas. These large 

merchants and hundreds of smaller ones were part of an elaborate tax-

farming institution which produced rich profits for themselves as well as 

revenue for the government. The system worked quite well, at least in the 

eyes of many Qing officials, and was therefore widely considered as an 

alternative to the form of joint stock organization. 

But despite the large capital and the substantial profits that were 

realized in salt trade, the salt merchants were not entrepreneurs. They were 

more like government sub-officials rather than the merchant class in post-

Middle Age Europe. They did not develop the bourgeois consciousness 

which would have led them to seek their own economic rights and a distinct 

class identity. Instead of reinvesting in new enterprise, they put their profits 

into land, purchasing official rank, and cultivating literature and art. Their 

goal was to rise into the gentry class with higher social status.174 Therefore 

174 For more details about the salt trade practices, see Thomas A. Metzger's case study: "The 
organizational capabilities of the Ch'ing state in the field of Commerce: the Liang-huai salt monopoly, 
1740-1840", in W. E. Willmott (ed), Economic Organization in Chinese Society, Stanford, 1972, pp. 
9-45. 
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traditional salt merchants alone were as unable as other social groups in 

China to accumulate capital and organize resources to embark on 

industrializing ventures. But the system seemed to be a valid model for 

state-initiated modernization projects, at least in theory. 

The same is true of the tribute rice transportation along the Grand 

Canal before it silted up. At the head of the tribute rice transport 

administration was the director-general, under whom were local tribute rice 

intendants. 175 These intendants were in tum responsible for a local 

collection system staffed largely by non-bureaucratic agents or personnel. 

Part of the staffwere organized into fleets of up to one hundred junk boats, 

and into militia guarding the shipments. The rest formed their own 

inspection teams and checkpoint guards at locks along the canal. Porters 

were hired to carry the tribute rice from local collection posts to designated 

docks along the canal. Though this system was abandoned in late Qing 

period as the Grand Canal became silted, it was an institutional model to be 

reckoned with. Moreover, part of the system was preserved in the shachuan 

175 The part dealing with the operation of tribute rice transport along the Grand Canal relies on 
descriptions by Zhang Zhe-Iang, qing dai de cao yun, Taipei, 1969; and John K. Fairbank (ed), The 
Cambridge History of China, Vol 10, pp. 119-128. 
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community, who took the tribute rice transport from the Grand Canal to the 

sea routes. Thus it was not inconceivable that the Qing state could attempt . 

to build a modem steamer fleet somewhat with a model having worked in 

the shachuan trade. 

But what was most significant was that the operating system of the 

salt trade and tribute rice allowed for the existence of dense networks and 

informal ties below the formal institutions. Taken together they were 

capable of mobilizing enormous human energy and resources for engaging 

in large scale projects. In fact the largest economic enterprises in Qing 

China were invariably organized in this way. They lacked the impersonal 

management system and Weberian cost-effective rationality. There was no 

capitalist spirit, either. They were top-down in fashion, yet broadly based 

on informal networks. It was not very efficient in modem standard, but still 

capable of accomplishing a social task of enormous scale and complexity. 

Each of the institutions we mentioned above, for instance, may have 

employed hundreds of thousand of employees. They were institutional 

tools or leverages that the state agent could use for the purpose of industry 



building. In fact they were very much on the mind of industrializing 

officials who were to help found CMC and other industrial enterprises. 
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Whether or how much they were to be implemented depended on two 

other factors: the condition of the state bureaucracy and state-sector 

relations. In the 1860s, the central government began to reform the 

governing system in two lines, which facilitated a favorable condition for 

industry building. First, a new central government organ, Zongli Geguo 

Shiwu Yamen or Zongli Yamen (literally "managing foreign affairs 

department"), was established in 1861 to coordinate matters related to 

foreign trade, national defense and foreign relations. In the beginning, it 

was one department added to the Six Ministries. However, as time went on, 

its jurisdiction expanded rapidly to include designing and building modem 

industries. It became one of the most important state organs to introduce a 

series of industrializing programs. 

Second, the Qing government increased the power of the Trade 

Commissioner (tongshang dachen). Before 1860, the Trade Commissioner 

was stationed in Canton, serving as a buffer between the Qing government 
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and foreign powers. However, as the western powers extended their 

influence north, the office moved to Shanghai and was renamed as "Trade 

Commissioner of Southern Treaty Ports" (nan yang dachen). Most of the 

time, the post was concurrently held by the powerful governor of 

Liangjiang. In addition, the Qing court created the position of "Grand 

Commissioner of the Northern Treaty Ports" (beiyang dachen), which was 

stationed in Tianjin. The position was concurrently held by the governor 

general of Zhili. Both commissioners were nominally subordinate to the 

central organ of the Zongli Yamen, but in reality they enjoyed much 

autonomous power. They were definitely the most powerful officials 

outside Beijing. In 1870, Li Hong-zhang was appointed Grand 

Commissioner of Northern Treaty Ports, who also held the position of 

Governor General of Zhili. As we will see, Li played a crucial role in this 

position to found and protect a number of new industries in China. 

The relationship between the state and the navigation sector was 

caught in a nation-wide debate among scholar-officials on the plight of the 

shachuan trade. The start of the debate was probably master-minded by 
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refonners, who hoped to use the occasion to refocus the state role in the 

sector and to pave the way for founding a modem fleet. The history record 

shows that the debate was occasioned by a memo from the Zongli Yamen, in 

which it urged provincial officials to propose ways to end the shachuan 

crisis. 176 The reformers soon framed the issue as a matter of recovering 

economic rights for the Chinese nationals. Foreign war ships and cargo 

steamers freely roamed the Chinese waters after the Second Opium War, so 

building a modem navy was considered necessary to recover China's 

military rights while constructing a modem steamer fleet was essential to 

recover China's navigational rights. To the government officials, the two 

tasks were often regarded as complementary and inseparable. After this 

important debate, CMC project was to evolve into an ideological discourse 

about the vital importance of a modernized navigation to national defense. 

Moreover, the strengthening of Zongli Yamen and Grand Trade 

Commission had an important implication for the state-navigation 

relationship. They allowed Li Hong-zhang and his reform-minded 

176 Zongli ge guo shiwu yamen qing dang, cited through Lu Shi-qiang, 7hongguo zaoqi de lunchuan 
jingying (Chinese early management of steamers), pp. 166-167. 
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associates to have full control of the tribute rice administration, and thereby 

exerting central control over the navigation sector. Indeed the crisis of 

shachuan trade already threatened the lifeline of tribute rice transportation. 

The Qing government had great stakes in safety of this supply line, which 

was vital for the dynastic stability. As can be expected, the prospect of this 

trade falling into foreign control alarmed the Qing court. To prevent this, 

the government reacted first to save the shachuan fleets. In 1865 it granted 

junk boats trade tax relief: 30% reduction for anti-piracy tax (bu dao yin) 

and supporting-the-army tax (zhu xiangjuan) respectively. 177 But this was 

too little and too late to save the shachuan fleets. More drastic measures 

were needed to keep water routes in the hands of Chinese nationals. Thus 

by winning the ideological debate and then by having a firm control of the 

sector, the reform-minded officials were able to bring the issue to the top of 

the agenda of the Qing government. But before they could make CMC the 

final solution, they had to fight off the three alternatives to CMC. 

177 Shanghai Xinbao (Shanghai's new newspaper), Tongzhi: 4/1/11, No. 447, cited through Zhang 
Hou-quan (ed), Zhaoshangju shi, 1988, pp. 11. 
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Some officials still argued for the restoration of the Grand Canal as 

the major route of north-south transportation. But Li Hongzhang insisted 

that this was untenable, for it would cost billions to restore it. And even if 

restored to its former capacity, it would still fall short of the current need. 178 

There was also the suggestion to rebuild the abandoned shachuan. But this 

was too late, because shachuan, once abandoned, decayed rapidly. To 

rebuild them, it would cost 30 million taels, plus the additional funds to 

build 400 granaries needed. 179 It would be too costly to the Qing state. The 

third proposal raised the possibility of additional governmental subsidy to 

the shachuan fleets for transporting tribute rice. Both Zeng Guo-fan and Li 

Hong-zhang had earlier suggested policies to such effect. But tribute rice 

subsidy alone was not enough to sustain the traditional trade. Besides, it 

was too costly.180 

Thus after prolonged debate among officials, the consensus was 

reached on industrializing China's navigation industry. The next question 

178 Li Hong-zhang, Li wen zhong gong quanji: peng liao han gao, Vol. 13, pp. 17-18. 
179 Nie Bao-zhang, Zltongguojindai hangyun shi ziliao, Second VoL, pp. 1267; Hai/ang dang: gou 

rnai chuan pao, pp. 866. 
180 Zongli ge guo shiwu yarn en qing dang, cited through Lu Shi-qiang, zhongguo zaoqi de lunchuan 

jingying, pp. 131. 
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naturally was: How should the state seek out the key resource factors and 

then reorganize them for the founding of CMC. The success of the foreign 

steamers led some Chinese officials to conclude that the institutional setup 

or form of the western companies held the key to a new navigational 

industry. The first person to outline a detailed plan for establishing China's 

own steamship fleet was Rong Hong (also know as Yung Wing). Rong was 

one of the first Chinese to study in America and a graduate of Yale, and was 

regarded as the most knowledgeable source of western world. He had close 

ties with the pro-western faction (yangwu pai) in officialdom. 

In 1867, at the suggestion of his friend Ding Ri-chang, governor of 

Jiangsu, Rong began to work on a series of reform proposals aimed at 

modernizing China's economy. lSI The proposal for modernizing China's 

navigation involved organizing a modem steamship company on a joint

stock basis. Rong analyzed the overall situation on Chinese water routes, 

and pointed out that the Russell's monopoly and domination over the 

Yangtze river had harmed the business interests of Chinese merchants. 

181 Yung Wing (Rong Hong), My Life in China and America, New York, 1909. 
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Thus, the new company was considered a crucial step to recover China's 

economic rights and to promote its commerce. 

To help the company get off the ground, the government was to 

subsidize the company by granting it a franchise to carry a specified 

percentage of the tribute rice from Shanghai to Tianjin. 182 The company had 

to be a Chinese one, i.e., owned and managed by Chinese nationals, and no 

foreigners were allowed to hold stocks in the company. But curiously, the 

zhangcheng or by-laws Rong drew up for the new company were modeled 

upon the organizational structure of foreign enterprise, but were heavily 

tailored to the specific conditions in China. The plan includes the following 

items: 

1. The company collects TIs. 400,000 of stock capital from the Chinese 

nationals; this was divided into 4,000 shares with each valued at Tis. 

100; the capital must be paid up in four years; 

2. Purchasing first two steamships for the business on the Yangtze river; 

they should specialize in the cargo goods of both foreign and Chinese 

182 Yung Wing (Rong Hong), My Life in China and America, pp. 171-172; Rong Hong, Xi xue dong 
jianji (The coming of western learning to the east), pp. 152-154. 
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merchants; as business goes up, two additional steamers should be 

purchased for the sea routes; one will go north from Shanghai, and reach 

the northern ports ofTianjin, Yantai, Niu-zhuang; the other will head 

south, covering Fuzhou and Hong Kong; 

3. Managers must be stockholders of the company; stockholders will meet 

to vote for chief officers of the company; each share is vested with one 

vote; 

4. On December 25 each year, stockholders will convene to hear 

management reports on company affairs and the plan for the coming 

year; managers should make open the accounts and financial records for 

scrutiny at the meeting; if profits have been earned, they should be 

proportionately appropriated by the shareholders; the appropriation 

should be processed promptly and should not exceed five days; 

5. If loss is reported at the annual meeting and such loss exceeds 25 percent 

of the paid-up capital, the company should arrange to dissolve by 

repaying the shares across the board with all the remaining capital; if 



those shareholders would like to continue the company, they should 

convene over the rules as well as the ways to pay for the loss; 

6. Apart from three foreign staff at captain, lieutenant and engine room 

levels each, the rest of the staff of the steamship will be made up of 

Chinese nationals. IS3 

159 

Items 3, 4 and 5 were the core of the design of new company and 

were taken obviously from the western organizational models. These would 

make the new company adapt to the market conditions at the treaty ports 

where foreign business not the Qing government was domineering. Rong 

Hong seemed to understand quite well that recognizing and protecting the 

private property rights of the merchants were the basic incentive structure if 

the new company were to survive in that field. However, he also 

recognized the importance of the government support for the new company 

at the time of founding. Thus Items 1, 2 and 6 seem to appeal to the 

officials, showing that the plan could meet the requirement of the state 

bureaucracy. But it did not. The plan was submitted to the Zongli Yamen, 

183 Ibid. 
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which granted its general approval, but no concrete action was taken to 

carry it out. The reason seems to be the impracticality of the plan. Neither 

Zongli Yamen nor Zeng Guo-fan believed that the merchants would put up 

their capital for such a project. To them the merchants would participate in 

the project only when the government issued them such guarantees on 

profits and monopoly rights as in tribute rice and salt administrations. 184 

This estimate of the Chinese merchants at the time was in fact quite accurate 

when market institution was not fully developed, and when property rights 

were not formalized. Of course such view also reflected a distrust to the 

foreign novelty and the capacity of the merchants, which were still quite of 

out of the context of China's existing institutions. But the treaty ports were 

already a different world where a new economic order based on competitive 

market was expanding. The western organizational model also expanded 

with entrepreneurs as the central driving force. However, at this time the 

advantage of the western organizing system was still elusive to the officials 

concerned. 

184 Hai fang dang: gou mai chuan pao, Vol. 3, pp. 866-876. 
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In the winter of 1867, Zeng Guo-fan initiated an one-time steam 

navigation commission as an experiment. Zeng used the project to transport 

ordinary rice, not the tribute rice, for the latter was too important to be an 

object for experiment. ISS In 1868, Zeng Guo-fan ordered Ding Ri-chang 

(governor of Jiangsu) and Ying Bao-shi (su song tai dao) to supervise and 

organize the commission. A Chinese merchant named Guo De-sheng was 

finally commissioned to transport 300,000 dan or hectoliters of rice (not 

tribute rice) from Shanghai to Tianjin. Under close official supervision, he 

rented an American steamer and shipped the rice to Tianjin without much 

ado. IS6 The success was widely applauded. However, though steam 

navigation had proved to be a feasible means of transportation among the 

official circles, the planning still caused dispute. One reason was that steam 

navigation would devastate the remaining shachuan trade. The social 

problems it caused may involve hundreds of thousand of people who 

depended on the tribute rice transport for a livelihood. Thus there was 

185 Zong/i ge guo shiwu yamen qing dang, cited through Lu Shi-qiang, zhongguo zaoqi de lunchuan 
jingying, pp. 171. 

186 Wang Yu-zao, chong ding jiangsu sheng haiyun quan an: xubian (Recompiling complete maritime 
archives of Jiangsu province: additional part), vol. 3, pp. 75. 
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resistance by vested interests to establishing a new steamship company. 

These vested interests were powerful because the system of tribute rice 

transport was a centuries-old institution and was also the lifeline of the royal 

court, commanding considerable legitimating power in both society and 

government, not to mention the sources of money at the stake. 187 Thus Wu 

Zhi-chang's proposal to purchase four steamers to start a steam navigation 

company was rejected. In fact, Wu, a Guangdong merchant, was quite 

moderate to suggest that his company would devote 30% of the carrying 

capacity to tribute rice, and that the remaining 70% would rely on the 

transportation of other commercial goods. 

Again, Ding Ri-chang proposed for establishing China's own steam 

navigation company in 1869 and 1870, but his two proposals remained 

unexecuted, probably for the same reason. 188 In spite of their clout, Li 

Hongzhang and the Zongli Yamen were unable to overcome the resistant 

forces from both the navigation sector and state bureaucracy who had a 

vested interest in continuing the old order. But this was to change in 1872, 

187 Zeng Guo-fan, Zeng Guo-fan wei kan xin gao (The unpublished letters of Zeng Guo-fan), pp. 
285; Zhang Hou-quan, zhaoshangju shi, pp. 22. 

188 Ibid. 
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when new factors were introduced into the picture. Ironically these events 

were not directly related to the project, but they had unintended 

consequences in paving the way for the founding of CMC. 

During 1860s the government slowly lifted bans on purchasing 

foreign steamers by the Chinese merchants, which had important 

implications for the future of China's navigation sector. As has been 

mentioned earlier, the Qing government was aware of the consequence of 

steamers in the hand of the Taiping rebels, and therefore had put tight 

control over the purchase of the foreign steamers by Chinese nationals. But 

this policy had an undesired consequence: the flow of the Chinese 

merchants' capital to foreign firms. More and more compradores invested 

in the new navigation industry through foreign firms in the 1860s while the 

government could do nothing stem the flow. In 1864, the problem had high 

priority on the Zongli Yamen's agenda. It first sent out inquiry to officials 

at treaty ports. In response, Ding Ri-chang suggested lifting the ban while 

adopting other restrictive measures to prevent the steamers from falling into 

the hands of the remaining rebels. One such measure was that all steamers 



164 

must have proper licenses to travel in China's waters. 189 Ding's report, 

once endorsed by Li Hong-zhang, was instrumental to a formal diplomatic 

document by the Zongli Yamen to foreign countries. T. F. Wade, the 

British ambassador to China was formally notified that Chinese nationals 

must purchase foreign steamers through Chinese officials, and that British 

businessmen must abide by the regulations. This was intended to regain 

some control of the new steamers, and register them in local 

governments. 190 Not surprisingly, it was rejected outright. Still in the 

aftermath of the Second Opium War, the Qing government was too weak to 

react effectively to the foreign powers. As a matter of fact, without their 

consent, it was impossible for the Chinese government to put in place any 

regulations connected with foreign trade or foreign affairs. 

Thus following the rejection by Wade, Zuo Zong-tang, Governor-

general ofMinzhe, proposed the second draft of regulations in July 1865, 

which the Zongli Yamen forwarded to Robert Hart, the inspector-general of 

189 Hai/ang dang: gou mai chuanpao, Part III, pp. 809-810. 
190 To see the documents, see hoi/ang dang: gou rnai chuan pao, pp. 810-817. 
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Chinese customs, for consultation.191 But Hart was so much dissatisfied 

with Zuo's draft that he rewrote the regulations, which was submitted to the 

Zongli Yamen in October 1865. According to Hart's version, a special 

bureau should be established under his jurisdiction to supervise steamers, 

and the Chinese merchants thereby purchasing and operating steamers 

should, apart from paying duties as all foreign steamers, be subject for ten 

years under the supervision of the local custom houses. Moreover, the 

special bureau would "coordinate local custom houses and handle the affairs 

in the business as seen appropriate". 192 Such regulations if effected would 

certainly place any Chinese steamer fleets under the control of Robert Hart. 

After the Zongli Yamen rejected Hart's draft regulations, Li Hong-zhang 

produced a further draft in 1866, which went back and forth between Li, the 

Zongli Yamen and Robert Hart for modification. Li insisted that the 

Chinese-purchased steamers should not be registered as foreign owned, but 

must fly Chinese flags, and that their captains must be Chinese nationals. 

Zuo and Zeng later both intervened in the drafting process, and the final 

191 For Zuo Zong-tang's memo and proposed regulations, see Haifang dang: gOIl mai chllan pao, pp. 
821-824. 

192 Haifang dang: gOIl mai chllanpao, Part III, pp. 828-831. 
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version was issued as an edict on October 3, 1867, three years after the 

Taiping Rebellion was stamped out. It was called "Regulations for the 

purchase of foreign steamers, sailing ships and other vessels by Chinese 

from foreigners".193 

The new regulations constituted a significant break with the past, and 

ever since then Chinese merchants enjoyed as much freedom to purchase 

and operate steamers as the foreign firms did. Many Chinese officials did 

not see this as too much a positive step because the new decree did not 

change the foreign dominance over the navigation. Even a few steamers 

were afforded by the Chinese merchants, they would still be, they thought, 

con~rolled by foreign business firms. The loyalty of the compradores was 

deeply suspected. In retrospect however the decree was crucial step toward 

building China's modem navigation. It freed a small number of Chinese 

merchants for entering the steam trade as entrepreneurs in the treaty ports. 

They therefore had the opportunity to learn the trade from first hand, 

gaining the key knowledge of steam operations and management. They 

193 For these documents, see Hai/allg dang: gou mai chuan pao, Part III, pp. ,pp. 849-881. See 
also Stanley Wright, China's Strnggle/or Tariff Autonomy, pp. 336-337. 
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grew into a critical mass capable of bridging the knowledge gap for 

founding China's first modem navigation company. But until they were 

sought out as a key resource factor and were integrated into a larger 

organizing scheme, they remained to be commission-seeking compradores, 

not so different than any other treaty port merchants. 

THE FOUNDING OF CMC, 1872-3 

By 1872 a general consensus among official circles already existed 

for launching a new navigation company, but opinions still differed as what 

organizational form and principles the new company should adopt. There 

had been quite a few versions as suggested by officials like Ding Ri-chang 

and Feng Gui_fenI94
• But none of them had been put into practice due to 

feasibility problems. Rong Hong's earlier plan, for instance, could not be 

implemented until there was an independent entrepreneur class in the city 

ports, which was not the case then. There was no good method that the new 

company and old vested interests were well reconciled forces, thereby 

compromising opposition from the old institutional arrangement. However, 

194 Feng Gui-fen, xian wi tang gao (literary works), Vol. 10, pp. 14-15. 
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the merchant community still increased their participation in the steamer 

trade, especially after the ban was lifted. Some of them began to gain 

know-how needed to operate and manage the new technology. They alone 

were unable to build a new system without official help. 

The expected institutional breakthrough came as a backlash against 

some state-own ship-building ventures. In 1865 and 1866, the Qing 

government established Jiangnan Arsenal and Fuzhou Shipyard to build war 

ships. These were the first Chinese attempts at building their own shipping 

industry. In late 1860s, both shipyards were able to produce a few steamers 

for military purpose. But those were the years when ship-building 

technology was developing rapidly. The Chinese shipyards failed to catch 

up with the pace of new technology, and the ships they manufactured were 

mostly out-dated. For instance, in the late 1860s, most steamers produced 

in western countries were iron-clad while all the Chinese-produced steamers 

were wooden. It turned out that the Chinese-built steamers were not only 

smaller, slower and less powerful, but were also more expensive than their 

foreign counterparts. At that time, it cost TIs. 300,000 to produce a 
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Chinese steamer with 150 horsepower, but only TIs. 100,000 to purchase a 

foreign one with 450 horsepower. 195 

The financial problem of the two shipyards grew even worse as in the 

1870s, placing a heavy burden on the Qing government. The situation gave 

the conservative faction the opportunity to attack the westernizing (yangwu) 

officials. On January 23, 1872, Song Jin, one of the leading conservative 

officials, seized the occasion to accuse the westernizers of gross failures in 

ship-building ventures, and further recommended to the throne that the 

steamship construction be ended altogether. 196 The throne took the matter 

seriously and ordered high-ranking officials to express their views. The 

Zongli Yamen was under tremendous pressure to find a quick solution. 

Even before the conservatives initiated the attack, the shipyards and their 

supervising officials had shifted their resources to building cargo steamers 

rather than gunboat steamers. Moreover, the Zongli Yamen and Ministry of 

Revenue had arranged for the new cargo steamers to be ordered and pre-

195 For more information on the two shipyards, see Xu Di-xin and Wu Cheng-ming (eds), Jiu minzhu 
zhuyi geming shiqi de zhongguo ziben zhuyi (Chinese capitalism at the initial stage of the democratic 
revolution), Renmin, 1990, pp. 348-365. 

196 Chou ban yi wu shi mo: tongzhi chao, Vol. 84, pp. 35; Vol. 85, pp. 38-39. 
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paid by provincial governments.197 But in face of the elevated tension 

around the imperial court, such actions no longer appeared adequate. 

The pro-industrial group (yangwu pai) reacted to protect the new 

industry. They effectively scaled back the conservative attack in two ways. 

First, they argued for continuing support of the new industry, which was 

strategically important for China's defense. On February 24, 1872, Zeng 

Guo-fan, the leading figure in the pro-industrial group, sent a memo to the 

Zongli Yamen, insisting that construction of steamers was "of vital interests 

to the nation", and should not be ended. Other westernizing officials such 

as Zuo Zong-tang, Shen Bao-zhen, Li Hong-zhang, joined Zeng to defend 

the shipbuilding ventures at the two shipyards.198 Secondly, they also 

designed institutional reforms to save the yards. Zeng Guo-fan ordered two 

subordinate officials (Wu Da-ting and Feng Jun-guang) to plan for 

zhaoshang (inviting merchants), or the mobilization of merchants to buy 

197 Hai/ang dang: Fuzhou chuanchang (Archives of coastal defense: Fuzhou shipyard), Taipei, 1957, 
pp. 312. 

198 Zhang Hou-quan, Zhaoshangju shi, pp. 25-26. 
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steamers for commercial use. 199 But Zeng's attempt to organize a steamship 

enterprise was cut short by his sudden death in March 1872 . 

. However, the idea to absorb merchant capital to sustain the shipyards 

was met with resistance. Wen Yu, the powerful Governor-general of 

Minzhe, spoke against the merchant purchasing or renting the new 

steamers.200 Such views were characteristic of an average official, who at 

that time was usually distrustful of the merchants. In fact, up to this point 

there had been no attempt at industrialization that involved cooperation 

between government and merchants. Industrialization, whether for national 

defense or for national wealth, was considered too important a matter to put 

in the hands of merchants, for the latter's social position was low and their 

loyalty deeply suspected. 

At this time Li Hong-zhang took over Zeng's role as champion of a 

new steam navigation industry. On the one hand, he unequivocally 

defended the necessity of keep the shipyards, and on the other hand, he also 

199 Haifang dang: Fuzhou chuanchang, pp. 325-326; pp. 98. 
200 Zhang Hou-quan, zhao shang ju shi, pp. 25-26. 
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proposed institutional reforms that would allow a steam navigation 

company to get off ground. He memorialized the throne: 

Zeng and I have noted that none of the rich Chinese merchants are 

willing to enter into relations with officials; furthermore, if Chinese 

merchants receive government vessels, the foreigners who have 

monopolized the profits of the carrying trade will use all their 

resources to defeat the undertaking. It is therefore necessary that 

Chinese merchants themselves establish a joint-stock company, build 

their own godowns, and provide their own marine insurance. 

The Capital needed will be large and the operations complex, and I 

fear that no profits can be expected in the beginning.... If there is not 

an upright and capable official who knows the merchant mind and is 

trusted by them to lead the merchants and take responsibility, the 

merchants will be too fearful to proceed.... And it will be necessary 

to permit them to carry tribute rice in order to provide a guaranteed 

. . h.c. f .. fr .c.' h 201 Income In t e lace 0 severe competItIon om lorelgn merc ants. 

201 Li Hong-zhang, Li wen zhong gong quanji: zou gao, Vol. 19, pp. 49. 
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In another document, Li further outlines that 

The enterprise will be under official supervision and merchant 

management (guandu shangban). While the government will lay 

down the general principles and keep its eye on the company's merits 

and demerits, the merchant directors will be permitted to propose 

their own regulations so that the shareholders will be satisfied.202 

The essential ingredients of CMC as a guandu shangban enterprise 

were thus set forth in Li's memorial-guandu shangban literally meaning 

government-supervision and merchant-management. Li finally prevailed in 

the courts in late 1872, and the launch ofa modem steam company, the first 

of the kind in China's modem history, seems to be only a matter of time. 

According to the organizing principle of guandu shangban, the government 

officials will "invite merchants" (zhaoshang) to organize and finance a 

shipping company, and an official manager will be appointed to supervise 

the company affairs and to secure a tax concession and tribute rice transport 

from the government to ensure the company's profitable operation. 

202 Li Hong-zhang, Li wen zhong gong quanji: dian gao, Vol. I, pp. 14. 
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As a matter of fact, the guandu shangban arrangement (government

supervision and merchant-management) had its immediate ancestor in the 

salt industry and tribute rice transport in the late nineteenth century. The 

history of the salt and tribute rice administration abound with terms such as 

"official supervision and merchant sales" (guandu shangxiao) or "official 

transportation and merchant sales" (guanyun shangxiao), which are 

analogous to guandu shangban. The government appointed official 

supervisors, while the rights to manufacture, transport, and sell the salt were 

contracted out or sold to various groups of merchants. The salt 

administration may be characterized as a joint official-merchant institution 

of a tax-farming nature. The direct appeal ofLi Hongzheng's formula to the 

pre-established institutional models was a key factor for winning the 

consensus among the officials. The state-merchant relations seemed 

familiar, but a new ingredient was smuggled in, i.e., the organizational form 

of modem stock company. The agreed organizational form for the new 

company was a compromise, too. The state bureaucracy had to give more 

autonomy to the merchants, which was unprecedented in either salt or 



175 

tribute rice administration. The merchants on the other hand had to submit 

to official oversight, giving up certain freedoms they had enjoyed under the 

protection of the foreign firms. Moreover, the final consensus was the 

result of a combination of crises and incentives: the further decline of the 

shachuan fleets, the success models of the foreign steamship companies, 

and a strong nationalist desire to recover China's military and economic 

rights over its own sovereign waters. 

Li Hong-zhang was clear that the new company would be founded in 

an entirely different environment than salt and tribute rice administrations 

were. Copying those two institutions exactly would mean failure because 

the inefficiency in the old system was not suitable in the new market 

conditions at the treaty ports. However, it would be equally problematic to 

follow the models of western business organizations and give the merchants 

a free hand. Some kind of official assistance and supervision was 

absolutely essential to help the company get started. The question was how 

to strike a balance between the old institutional forms reflecting current 
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governance structure and the new western forms reflecting competitiveness 

and new technology. 

The first task was to choose a right managerial person to implement 

Li Hongzhang's general formula. Li went through a list of officials and 

finally decided on Zhu Qi-ang, who was later to become the first manager of 

CMC. The reason that Li considered Zhu as the right person for the task 

can be seen from the latter's background. Zhu was born in a merchant 

family in Shanghai area where he grew up to be a junk boat operator.203 He 

later made his fortune in the junk boat trade, and became a prominent 

member in the shachuan community in Shanghai. Though he had no 

examination degree, he nevertheless had acquired official rank through 

purchase. Before he was appointed by Li, Zhu had served in the capacity of 

sub-prefect in Zhejiang province, and then was promoted to expectant 

prefect (zhiju) and later the imperial commissioner for sea transport (haiyun 

weiyuan). In this last post, he was the administrator in charge of the 

shipment of tribute rice by sea from Zhejiang to Tianjin. His personal 

203 The data on Zhu's personal life and his activities in CMC is primarily from Zhang Hou-quan, 
zhaoshangju shi, pp. 29-43; and Feuerwerker, China's Early Industrialization, Chapter 4. 
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wealth was also impressive, owning many money shops in Peking, 

Sh h · T'" d C 204 ang aI, lanJlD an anton. 

Zhu's background projects a combination of merchant and official. 

He was a merchant, but acquired official titles through purchase and held 

substantive offices. Feuerwerker described him as "an official merchant, or 

as a merchant assimilated to official status". More significantly, he was not 

a compradore, and his merchant occupation was of a traditional kind. In the 

face of the decline of the shachuan trade, Zhu's tum toward the challenging 

new industry could be symbolically important. His close association with 

the shachuan business and with the shipment of tribute rice proved 

important for other junk boat merchants to put their savings into the new 

steam line business. This would give the new company the needed 

legitimation in the navigation sector. Li also considered him "familiar with 

the operations of foreign vessels" and other matters of maritime 

transportation. 

204 Zhang Hou-quan, zhaoshangju shi, pp. 29. 
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In the summer of 1872, Li ordered Zhu to consult with Ding Shou

chang and Tang Ting-shu?OS Ding was the custom taotai in Tianjin and was 

the one to be contacted for tax break once the company was started. Tang 

Ting-shu was prominent compradore merchant and later succeeded Zhu as 

manager of CMC. Though no record was found about these meetings, that 

the three men came together was significant enough. These meetings 

represented symbolically that the key resource factors were finally able to 

come together. The new company required that the state (Ding), the 

traditional shachuan trade (Zhu), and the burgeoning new navigation sector 

(Tang) be combined in order to have all the key resources. From the state 

the new company was to get tax breaks and government contracts. The 

steamship merchants in the treaty ports would bring in the crucial operation 

and management knowledge. From the shachuan community the new 

company would get human and material support as well as legitimacy. 

In August 1872, Zhu produced a formal constitution for CMC with 

twenty articles. Compared to the earlier draft by Rong Hong, the new 

205 Zhang Hou-quan, zhaoshangju shi, pp. 29. 
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constitution was made more attuned to the institutional tradition of China's 

salt and tribute rice administration, the one that he was more familiar with. 

Even though Zhu claimed in the constitution to "carefully select a staff 

qualified in competence, impartiality and steeped in the new [business] 

affairs" and to "promptly eliminate any bad practices and styles of official 

factories" [as in the tribute rice transport], he nevertheless made the new 

company appear more like an administrative unit under the government than 

I . 206 a western-stye enterprIse. 

First, the company had taken the name, in transliteration, lunchuan 

zhaoshang gongju, which literally means "a public or government bureau to 

invite merchant [investment] in steamships". More strikingly, according to 

Zhu's plan, all the steamers of the company would be appropriated by the 

government from the shipyards such as Foochow Shipyard and Shanghai 

Arsenal, which we have mentioned earlier. The company would convert the 

cost of the steamers into stock value and then sell the shares to the merchant 

community. It should be noted that the specific wording is zuyong, which 

206 For the original documents prepared by Zhu, see Haifang dang: gou mai chuan pao, Part IV, pp. 
911-915. 
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means "rent to use". That is, in spite of the fact that merchants may have 

paid in stocks for the steamers, they would still be public property owned by 

the government. The merchants would have exclusive rights to use the 

steamers for business, but that did not mean that the government could not 

take them away as it saw fit. In fact, the government could confiscate 

anything from its citizens because at that time there was no independent 

legal institutions to protect private property right. 

According to Zhu' s constitution, the tribute rice transport would be 

conducted according to the regulations already stipulated for the shachuan 

fleets and without alteration. As for cargo transport, the company would be 

exempted from "luodijuan" (landing tax), which was a major form of likin 

(transit) tax. It is also stipulated that the steamers would employ coal from 

the state coalmines instead of from the foreign-owned mines. Zhu' s 

constitution was endorsed by Li and was submitted to the Zongli Yamen on 

August 15, 1872. 

Obviously Zhu' s organizational principle drew little from Western 

experience, but rather was an extension from the traditional salt and tribute 
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rice administration. Like its predecessor, the new company was intended as 

joint official merchant undertakings. And its institutional form of "guandu 

shangban" was, from neoclassical point of view, deficient in rationalizing 

functional specialization, and in impersonal management associated with 

the development of modem industry in the West. It did nothing to curb the 

weight of family and local loyalties, and nor did it encourage the direction 

of managerial specialization. However, in an institutional sense, the new 

constitution represented a "correct" step toward modernizing China's 

navigation industry. First of all, given all the circumstantial as well as 

institutional constraints, it seems to have been the single feasible solution. 

Without the official participation in the form of "guandu", the company 

would have no chance to get even started. 

What was more significant was the striking character of the duality of 

the new design with both traditional and non-traditional elements. To be 

sure, the new company did differ on some points from the traditional salt 

and tribute rice administration. While the traditional business organizations 

in salt and tribute rice transport were primary devices for state fiscal 
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administration, the new company was financially independent from the 

jurisdiction of Hubu (the Ministry of revenue). This institutional 

breakthrough, though unimpressive at first sight, proved to be crucial for the 

future evolution of the company. This opened the door for the stockholders 

to expand their rights from financial matters to reforming the company 

management structures. But at this point this seems to be less important 

because the immediate challenge was to tum the merchants from shrewd 

money lenders into responsible stockholders of the new company. 

Once a consensus was reached upon concrete forms of organizing the 

company, Zhu hurried back from Tianjin to Shanghai to arrange for the 

launching of CMC. He opened an office at the site of his own firm 

(Guangchang Hao) and invited his close associates Hu Guangyong 

(prominent money shop owner in Shanghai) and Li Zhen-yu (noted 

compradore) to "assist with the matters". Zhu consulted with all important 

local officials in the Shanghai area and secured their promise to support the 

company. There were two interesting incidents at the very moment the 
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company was founded, which may illustrate the problems resulting from 

company's ambiguous status between public and private owned enterprise. 

The two incidents concerned the company's flag and seal.207 Earlier 

Zhu had suggested that CMC should fly a company flag or bureau flag 

(juqi). On October 4, a memo was issued by the Zongli Yamen to note the 

Minister of Defense that CMC steamer fly the triangle-shaped dragon flag, 

which was the dynastic emblem flown by the imperial navy. This was 

equivalent to endowing the company ships a formal official status. 

However, to distinguish them from the military boats, a twin-fish flag was 

flown beside the dragon flag. Such sight must have struck contemporaries 

as very odd. The next incident concerned the official seal of the company. 

Zhu asked the Zongli Yamen to issue him a guanfang ( frontier-outpost) seal 

which was a kind of government-issued seal to designate frontier outposts, 

however after some consideration the Zongli Yamen replied that the 

company was "shangju" (merchant bureau) and therefore should prepare its 

own seal. Here the term "shangju" (merchant bureau) was perhaps 

207 Zhang Hou-quan, zhaoshangju shi, pp. 31. 
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illustrative of the ambiguous status of the company. "Shang" was 

merchant, and a merchant firm was usually call "shanghang" or "shanghad' 

(merchant firm); butju (bureau) had always been designated to public or 

government offices. Putting "shang" and ''ju'' together (as merchant 

bureau) must have sounded strange to contemporary ears. Though Zhu 

himself finally prepared the company's seal, it still reads "zongban 

lunchuan zhaoshang gongju guanfang", literally "all-managing-[of]

steamers-[by]-inviting-merchants public-bureau [as] frontier outpost". 

With all this done, the launching of the company met with other two 

problems. First, the support of local officials was tenuous. It turned out 

that the promised support for the new company by He Jing (governor of 

Liangjiang) and Shen Bing-cheng (the custom taotai in Shanghai) was no 

more than lip service. When Zhu asked for permission to transport 200,000 

dan (hectoliter) of tribute rice, he was promptly rejected. He Jing even 

wrote a letter (dated October 30, 1872) to Li, stating that the new company 

would be "obstructive to matters" and therefore recommending its 

postponement. Li was enraged by this letter and returned an angry 
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denouncement to He Jing, ordering him and custom taotai to "immediately 

remove any obstacle" for the new company. That local officials like He 

Jing and Shen Bing-cheng had some reservations was hardly surprising. 

For the new company, Shen claimed, would compete for and therefore 

significantly reduce the local tax revenue.208 Probably because ofLi Hong-

zhang's anger, He Jing was forced to resign from the post of governor of 

Liangjiang on November 15, 1872. His successor, Zhang Shu-sheng, was 

once a subordinate officer in Li' s Huai Army. He gave Li his full support. 

In fact, Li had repeatedly expressed his dissatisfaction over the local 

officials in Jiangnan who "lack the understanding of affairs and the ability 

to carry on bigger tasks, but are steeped in chamber intrigues and as full of 

hesitations".209 In his letter to the new governor Zhang Shu-sheng, Li wrote 

a letter explaining his belief: 

The reason to promote the Chinese steamship navigation is that China 

was weak in its sea transportation; the purpose is to open the space 

for developing China's own state system, commerce, financial 

208 Hoi fang dang: gou rnai chuan pao, Part IV, pp. 909. 
209 Li Hong-zhang, Li wen zhong gong quan yi: peng liao han gao, Vol. 12, pp. 9-29. 
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resources, and military potentials... I will therefore fight to make it 

h 'f h . . h" 210 appen even I t e opposItIon was t e maJorIty. 

Though the local resistance to the new company was eliminated, another 

problem emerged after Zhu inspected the ships produced by Fuzhou and 

other shipyards. Designed originally for military use, these steamers were 

simply unsuitable for the carrying trade. It appeared that the new company 

had to purchase foreign-built steamers. This new twist of events 

exacerbated the problem of inadequate funds. 

To get the company under way, Li had secured a loan of TIs. 135,000 

from Zhili military training funds, which was to be repaid over a three year 

. d . 211 Th 'd d . perlO at seven percent mterest. e arrangement was consl ere qUIte 

generous because the money, if deposited in native banks as was usually 

done by the government, could earn as much as 20 percent interest in those 

years?12 It was also said that Li Hong-zhang provided a personal loan of 

TIs. 50,000 for the new company, which may serve as a symbol of his 

210 Li Hong-zhang, Li wen zhong gong quanji: pellg liao han gao, Vol. 12, pp. 30-31. 
211 Feuerwerker, Albert, China's Early Industrialization, pp. 99. 
212 Shi Yu-fu, zhonggllo hllobijinrong shi lue, Tianjin, Renmin, 1984, pp. 140. 
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personal support even though he or any government officials never held 

shares in CMC.213 

But obviously the government was to provide only a fraction of the 

initial capital, the rest had to come from the merchant community. In this 

matter Zhu was less successful. In all, he had only collected TIs. 10,000 of 

paid-up capital, which came from a single friend, Yu Sheng-xi; there were 

also TIs. 100,000 pledged, but none had come along.214 The problem with 

Zhu was that even though he was able to solicit financial support from 

merchants in shachuan trade (Yu Sheng-xi was from a rich shachuan family 

background), he probably was not well-received by the compradore circles, 

which were among the wealthiest merchant groups of the day. 

It seems clear that the institutional forms worked out earlier now 

proved unable to mobilize finances from the merchant community. The 

government had no way to force these merchants to invest in the new 

company, so it had to change the by-laws to suit their taste or better serve 

213 The existence of Li's personal loan was still disputed by the Chinese scholars, though most of 
them believe that evidence was substantial enough to conclude that he did. See Zhang Hou-quan, 
zhaoshangju shi, pp. 30-31; Feuerwerker, China's Early Industrialization, pp. 99. 

214 guomin zhengfu qingcha zhengli zhaoshangju wei yuan hui baogao shu (Report by the commission 
of the national government to inspect the merchant company), Second vol., pp. 18, cited through Zheng 
Hou-quan, zhaoshangju shi, pp. 31. 
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their interest. There was one important trait the compradores shared among 

themselves, which was their distrust of the government officials. Zheng 

Guan-ying, a noted compradore and writer, who later became manager of 

CMC, noted that when an enterprise was exclusively controlled by officials 

it would rarely produce profitS.215 As a matter of fact, the earlier state-

owned weaponry factories and arsenals were marked by low efficiency and 

corruption. 

In order to win their trust and tap in their financial resources, Zhu 

suggested to Li that changes be made in the organizing principle to allow 

for more participation by the compradore merchants. He even 

recommended a return to Rong Hong's western-styled by-laws for the 

company.216 With Li's consent, the by-laws were rewritten and a new 

version with 28 articles was finalized in December 1872. The new version 

had two distinctive characteristics.217 First, with ten articles devoted to it, 

the stockholders rights were much more detailed. Anyone who obtained 

215 Zheng Guan-ying, sheng shi wei yan (warnings in prosperous age), 1900. 
216 Zhu's change of strategy was mentioned by Li in his memo to the throne, see Hai fang dang: gou 

rnai chuanpao, Part IV, pp. 919. 
217 For the full text of the document, see Haifang dang: gou rnai chuanpao, Part IV, pp. 920-923. 
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300 shares (TIs. 100 per share) or more either by personal purchase or by 

soliciting from a group would automatically be on the board of directors. 

He will be paid a salary of Tis. 15 per month. Moreover, Chinese steamer

owners could either rent their ships to the company or operate in association 

with the company. They could also turn their steamers into company 

shares. Shareholders who used the company business would enjoy a ten 

percent discount price. Shareholders' rights in management were also 

guaranteed and even expanded. And their economic interests were well 

served, for the conditions are set to match those they enjoyed in a foreign 

firm. Second, there was a much greater emphasis on the tribute rice trade. 

The company was to have a government-guaranteed monopoly of tribute 

rice transport, which was expected to produce stable income for the 

company. Moreover, the company would set up its own tribute-rice docks 

and granaries in Shanghai and Tianjin to increase its share of the business 

and therefore income. This shows that the commitment of the government 

increased. A side issue was that the company was to be under the direct 

supervision of Li Hong-zhang, whose handling of western affairs had been 
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highly regarded by the merchant community. Zhu's earJier organizing 

principle was joint cooperation of officials and merchant (guan shang he 

ban), and now it became in both name and actuality one of government-

supervision and merchant-management (guandu shangban). 

On December 23, 1872, Li filed two identical reports along with the 

new by-laws, one to the Zongli Yamen and the other to the throne. Both, as 

expected, gave their instant consent.218 In his report to the Zongli Yamen, Li 

says, 

At present we are giving it a try, and if they tum out to be any 

unsatisfactory matters I shall order an investigation and make 

changes as needed. As there are now no merchant vessels built by the 

government shipyards included among the company's steamers, we 

cannot have joint operation by officials and merchants (guan-shang 

heban); we should continue with official supervision and merchant 

management (guandu shangban). While the government will lay 

down the general principles and keep its eye on the company's merits 

218 For the full text of the memo, see hai fang dang: gou mai chuan pao, Part IV, pp. 918-923; 
Zhang Hou-quan, zhaoshangju shi, pp. 32-33. 
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and demerits, the merchant directors (shangdong) will be permitted to 

propose their own regulations so that the shareholders will be 

. fi d 219 satls Ie . 

With its paid-up capital increased to TIs. 476,000 plus borrowed 

funds of Tis. 193,909/20 the company spent approximately TIs. 307,000 to 

purchase four foreign steamers,221 and a few godowns and docks in 

Shanghai and Tianjin were also prepared for 200,000 hectoliter of tribute 

rice, the first business of the company. On January 14, 1873, the China 

Merchants' Steamship Navigation Company was formally open for 

operation. The opening day was marked by a celebration on the Company's 

office at Y ong An Street, when almost all noted local gentries, merchants 

and officials attended. A statement of CMC had been carried in all major 

newspapers: 

At the time when the five ports opened, cargo transport was mostly 

conducted by foreign sail vessels while our Chinese shipping trade 

219 haifang dang: gou rnai chuon pao, pp. 920. 
220 Feuerwerker, Albert, China's Early Industrialization, pp. 124-126. 
221 There is disagreement as how many steamers CMC had at the point of founding. Feuerwerker 

thought there were three, but Zhang Hou-quan concluded there were four. It seems that Zhang's 
conclusion is more convincing. See Zhang Hou-quan, zhaoshangju shi, pp. 33-34. 
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declined day by day. Later when foreign steamers came, the sail-

boats had to lower their carry price to survive, but steamers have such 

bigger carrying capacity, and sail with such faster speed that sailboats 

were unable to compete. Most merchants turned to steamers: they 

enjoyed faster delivery; their goods were less likely to be damaged by 

water and other hazard; and their capital turnover was more 

convenient; therefore steam navigation grew in popularity while 

sailboat business greatly affected. The trend was irreversible. To 

save our navigation sector, the only way out for us is to race forward 

d h d 
. . m 

an catc up, an set up our own navIgatIOn company. 

ORGANIZATIONAL RESTRUCTURING, 1873 

If Zhu Qi-ang and Li Hong-zhang had made a successful effort at 

founding the new company, it was achieved at a price of social discrepancy 

and even disruptions. As we have seen above, the new company was like an 

institutional patchwork with much ambiguity. It was unclear whether the 

new by-laws could be followed, and how its formal structure would relate to 

222 Cited through Zhang Hou-quan, zhao shang ju shi, pp. 34. 
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the existing informal practices in the treaty ports. Above all the key 

question was whether the new company's internal structure adequately 

facilitated the flow and integration of the key resource factors from different 

social sectors. Was the incentive structure capable of inducing the maximal 

combination of these resources? The answer was perhaps in the negative. 

Although Zhu Qi-ang, CMC's first Manager in Chief, was given 

much credit for founding the company, his effort to organize the company 

as a modern business had failed. Zhu had started CMC as a public 

enterprise (gongju), and ran it accordingly. He empowered the new 

company in a traditional top-down fashion with the government weight as 

the central gravity. Little attention was paid to integrating the key resources 

factors in the hands of the merchants. Thus the absorption of production 

technology, modern management skills, and financial resources was 

ineffective. These technical and human resources would not be activated 

automatically when put together, they required hard work and appropriate 

incentive structures to integrate and be energized. The method of tribute 

rice administration was certainly inadequate for this end. 
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Soon Zhu found himself in an awkward position when two of his 

close associates who had helped found CMC left the company. Hu Guang

yong, a customs banker and tea merchant, was widely regarded as a rare 

financial talent. He had extensive experience in running "western 

business". He reportedly resigned from CMC under the pressures from the 

foreign business community in Shanghai.223 Considering the circumstance 

at the treaty ports, his withdrawal was not surprising. Like many 

compradores in treaty ports, Hu' s business in customs banking and tea 

export depended entirely upon foreign firms. As CMC threatened their 

market share and future profits, these foreign firms and the subordinate 

shipping companies exerted tremendous pressure to squeeze the talents with 

the app'ropriate experience out of the new company. Li Zhen-yu, also 

working in a foreign firm, resigned too. Thus the expected support from the 

treaty port merchants did not materialize. 

The other opposition came from shachuan-owners' community. 

Though Zhu himself was an enlightened shachuan owner, he could not 

223 Baogao shu, Second vol, pp. 19. 
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persuade the majority of them to embark on the new enterprise. When the 

early promoters of the new company tried to intimidate the shachuan 

owners into selling their boats and join the new industry, many shachuan 

merchants became enraged and posed strong opposition.224 Their early 

suspicion turned into open hostility. Certainly such hostility was partly 

derived from the competitive relationship with CMC over the tribute rice 

transportation. To them, ifforeign steamers had struck them down, the new 

company was to deliver the fatal blow to end their lives. The failure to 

mobilize the shachuan community into new industrial ventures weakened 

CMC's legitimacy basis. 

The third obstacle was the distrust between different regional groups, 

especially between the merchants in Shanghai area and merchants from 

Canton and Hong Kong. Zhu' s personal charisma and power base were far 

from enough to unify these two social circles. Li Zhen-yu's desertion is 

said to have something to do with this kind of in_fighting.225 

224 Zhang Guo-hui, yangwu yundong yu zhollgguo jindai qiye, pp. 146. 
225 Li Hong-zhang, Li wen zhong gong quanji: peng liao han gao, Vol. 12, pp. 36. 
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Without the backing from those powerful individuals or groups in the 

merchant community, Zhu's management was doomed. He was hardly able 

to face all the new tasks such as purchasing new steamers, persuading more 

merchants to invest, hiring new steamer crews, and constructing new docks 

and godowns. Zhu's expertise was primarily in the shachuan trade, and he 

had little experience in steamship navigation. To make the matter worse, he 

had almost no experience in doing business with foreigners or foreign firms. 

For example, Zhu paid unduly high prices for the steamers. An internal 

audit in the summer of 1873 showed that Zhu had over-paid TIs. 42,000 for 

the ships and godowns.226 Among the four steamers he purchased, the 

yidun (Aden) "used too much coals yet with very limited can-ying capacity". 

Fuxing, the steamer bought from Scotland, was also very limited in 

capacity. And all of them were over-priced. 

The poor management increased operating costs. Meanwhile, the 

financial situation of the company had no prospect of improvement. Only 

TIs. 180,000 of new capital was added in six months after the company's 

226 Zhang Hou-quan, zhao shang ju shi, pp. 42-43. 
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founding, far below the expected amount.227 The company desperately 

needed to develop a commercial freight service alongside the carriage of 

tribute rice, but this remained to be accomplished. In Li Hong-zhang's 

original design, Zhu was appointed for the purpose of inviting shachuan 

owners to participate in the new industry. To shore up Zhu, Li used his 

influence to encourage the merchants to join the new company, and even 

sent Lin Shi-zhi as his special envoy to meet and persuade them to invest in 

CMC, but the result was not impressive. By then it was already clear to Li 

that the merchants, especially compradore merchants, had grown more or 

less independent of the government in an institutional arrangement well 

protected by foreign powers. To solicit their crucial support, he had to do 

more than "inviting" them as in the salt and tribute rice administration. 

That is, he had to grant them more power and control of the new company 

in order to attract them into the enterprise. Thus only half a year after the 

company was founded, Li was forced to take action to overhaul the 

227 Zhang Hou-quan, zhao shang ju shi, pp. 43. 
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company's leadership structure. In July 1873, Zhu offered his resignation, 

and Tang Ting-shu took over the responsibility. 

Li later described his appointments for restructuring the company in a 

letter dated January 1, 1874, to Liu Kun-yi, then governor of Jiangxi: 

I have appointed four special officers (wei yuan). The taotai Zhu Qi-

ang and Sheng Xuan-huai are in charge of soliciting merchant 

investment (zhaoshang) and the transport of tribute rice. The sub-

prefect Tang Ting-shu and the department director Xu Run are in 

charge of all affairs relating to steamships and the freighting business. 

They are all capable and wealthy men whom I have appointed at 

• • 228 vanous tImes. 

As can been seen from the letter, Li' s intention was to form a 

competent team capable of articulating the needed technology and resources 

for CMC's operation. Zhu and Sheng were expected to concentrate on 

business with officialdom such as tribute rice transportation, while Tang 

and Xu managed the daily operation of the steamships and the company's 

228 Li Hong-zhang, Li wen zhong gong quanji: peng liao han gao, pp. 13. 



business relationships with foreigners. This can also be seen from the 

background of each of these new managers. They embodied distinct 

institutional arrangements. 
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Tang Ting-shu (1832-1892), also known as Tong King-sing, was a 

well-known compradore merchant. Before he was born, Tang's clan had 

been in the compradore business for over half a century. He came from 

Xiangshan county, a district near Macao. In his early years he acquired a 

good command of English while studying at the Robert Morrison Society in 

Hong Kong, one of the earliest missionary schools in China. Among his 

classmates at the Morrison school was Rong Hong (Yung Wing), who wrote 

the first version of the company's by-laws. Between 1851 and 1857, Tang 

was employed by the Hong Kong colonial government as an interpreter. 

Fro~ 1857 to 1861 he was with the Shanghai customs house as interpreter 

and 'chief secretary. During these years he began his career as a 

businessman in investing in native pawnshops. Tang resigned from his 

customs post in 1861 when he joined the leading English firm in Shanghai, 

Jardine, Matheson and Company, as a salesman of import goods at the 
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Yangtze ports, then newly opened by the treaty of Tianjin. In 1863 he 

became the firms' chief compradore, in which position he assisted the 

Jardine in soliciting freight from Chinese merchants. Apart from the 

Jardine, he also invested in other foreign steamship companies. He was 

regarded highly by the Chinese shareholders of these companies. 

Especially among the Cantonese, he was their champion and leader. Before 

he joined CMC, he served on the boards of two prominent foreign 

steamship companies, the Union Steam Navigation Company owned by 

Glover and Company, and the North-China Steamer Company owned by 

Trautmann and Company.229 Thus Tang had unquestionable experience and 

prestige in operating a joint-stock steamship enterprise, a qualification that 

Li had sought. And through him, Li hoped to tap into the resources of the 

new burgeoning navigation sector, and regain that sector from the foreign 

control. Obviously the appointment of Tang was to embrace the broad-

229 For Tang's life experience, see Zhang Hou-quan, zhao shang ju shi, pp. 43-44; Hao Yen-P'ing, 
The Comprador in Nineteenth Century China: Bridge between East and West, Cambridge, MA: Harvard 
University Press, 1770, pp. 30-35, 112-124. A new source concerning Tang's compradore activities 
was found, see Kwang-ching Liu, jing shi sixiang yu xin xing qiye, Taipei, 1990, pp. 327-400. 
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based support of the compradore community, whose capital and expertise 

were essential for the development of the new company. 

However, apart from Tang's merchant background, there was also an 

official status attached to Tang. Like his predecessor Zhu, Tang had 

acquired an official title through purchase. Before he entered CMC, he was 

an expectant sub-prefect, and later promoted to expectant taotai. Therefore 

throughout his career at CMC, there was always an ambiguity in the role of 

Tang. This can be illustrated by his title as "zongban", which Feuerwerker 

translated as "commissioner". This was an indication of his status as 

official manager of the company. However, he was also concurrently called 

shangzong, "chief merchant" or "merchant manager". This, on the other 

hand, served to underline Tang's compradore origin and his influence 

among the Cantonese merchants in Shanghai and other ports. He was able 

to win their support for CMC.230 

Thus in Tang's reign, the company was not a wholly shangban or 

private enterprise. For the company was unable to function independently 

230 Feuerwerker, Albert, China's Early Industrialization, pp. 111. 
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of official patronage. Zhu Qi-ang, having resigned from the top position, 

remained in the company as deputy manager. His responsibility was to 

direct the collection and shipment oftribute rice within the reorganized 

company. For this he would receive 5% of the total proceeds from rice 

carriage-enough, according to Xu Run, to yield an annual income in 

excess of TIs. 10,000.231 Thus in giving up his post of the company's 

general management, Zhu was only returning to his former status as a 

semiofficial receiver of perquisites of the tribute rice administration. Later 

his brother Zhu Qi-zhao also joined the company as huiban or "deputy 

manager". The reason that Zhu brothers were kept in the company was that 

they represented a long established institution that had close ties with the 

shachuan owners and with the local government in treaty ports. 

Another officer or deputy manager Li appointed was Xu Run, also 

known as Hsu Jun. Xu came from the same district of Xiangshan county as 

Tang did. Born into a compradore merchant family, he later went to 

Shanghai at the age of fifteen to join an uncle who was a compradore with 

231 Xu Run, Xu yu zhai zi xu nian pu, pp. 36. 



203 

Dent and Company. Xu eventually became an assistant to Mr. E. Webb, a 

partner in that firm, and on Webb's advice he bought up a large amount of 

Shanghai real estate in and near the foreign settlements. His real-estate 

holdings in Shanghai before his business failure in 1883-1884 were valued 

at TIs. 2,223,000. In addition, Xu owned many tea firms in the Yangtze 

valley, two of which in particular operated large-scaled export of tea to 

Russia. 

In addition to his appointment as huiban, Xu functioned as business 

manager (shangdong) in charge of the company's Shanghai branch office. 

Xu's participation in CMC as manager and shareholder, like that of Tang, 

marked the entrance of compradore capital into this enterprise. Xu also had 

acquired official status by purchase. He bought his first title in 1862 when a 

young compradore aged 24; in 1873 he was an honorary department director 

(langzhong) of the Ministry of War; he later rose to be an expectant taotai. 

Thus in some degree his merchant outlook had been qualified by a long 

.. . h ffi . ld 232 assocIatIon WIt 0 ICta om. 

232 Xu Run, Xu yu zhai zi xu nian pu. 
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The last huiban or deputy manager that Li appointed to CMC was 

Sheng Xuan-huai. Unlike Zhu, Tang and Xu, Sheng Xuan-huai was born 

into a prominent gentry family in Wujin county, Jiangsu province, which is 

about 150 miles west of Shanghai. His father, Sheng Kang, was a typical 

gentry with ajinshi degree. His three uncles as well as his father all held 

positions in provincial government. Early in life Sheng Xuan-huai took on 

a traditional road to officialdom like his father and grandfather. He passed 

the first examination for "xiucai" degree at his home district, but failed 

three times for the provincial examination for ''juren''. In 1870, Sheng 

entered the public service as part of the entourage ofLi Hong-zhang, then 

governor-general at Wuchang. When the imperial court ordered Li to put 

down a Muslim uprising in the northwest, Sheng joined Li in the military 

campaign. Sheng served in governor-general's headquarters, and developed 

a close relationship with Li, which was to last a life time. Li found Sheng 

talented in business matters, and after that Sheng functioned as Li' s deputy 

in economic affairs. Evidence shows that he had participated in the 

planning for the establishment of CMC. Under Li' s patronage, Sheng 
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became the key player in China's early industrializing efforts, and was the 

one who constructed a group of guandu shangban enterprises in late Qing 

China. Politically, Sheng's role in China Merchants' Company-and later 

in telegraph lines, mining, textile and banking ventures, in the key posts of 

Taotai at Chefoo and then at Tianjin-was all part ofLi Hong-zhang's 

grand scheme to modernize China.233 

Along with the reorganization of the company's top management, the 

rules of the game also changed somewhat. For the new managers came 

from different institutional establishments, and therefore shaped the 

company's organizing structure into different directions. The result was a 

kind of interbreeding between the Chinese and western institutions. 

First, there was a significant move toward structures compatible with 

private ownership. Under Zhu' s direction, the company was both in name 

and deeds a "public bureau" (gongju). Now that the company was to be a 

private or merchant-operated (shangban) enterprise, Tang dropped the word 

"gong" (public) from the name of the company. Thus China Merchants' 

233 Feuerwerker, Albert, China's Early Industrialization, pp. 59-61. 
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Company became simply lun-chuan zhaoshangju (bureau to invite 

h · . h' ) 234 Th' h' I mere ant Investment In steams IpS . IS C ange In nomenc ature was 

further substantiated by two documents that Tang had worked out: luncl-man 

zhaoshang zhangcheng (by-laws to invite merchant investment in 

steamship) and lunchuan zhaoshangjugui (company's regulations).235 

The 1873 regulations of the company provided (Article 1) that large 

shareholders should be appointed as merchant directors or business 

managers (shangdong) to assist the chief merchant (shangzong) at the major 

ports. Under Zhu's direction, however, shareholders rights were not 

realized since he failed to construct a working management team. During 

Tang's reign, a management team was quickly organized with two 

shangdong at Shanghai and one each at Tianjin, Hankou, Hong Kong, and 

Swatow respectively; "and their number should be added to from the large 

shareholders when the company's operations are extended to other ports,,?36 

Xu Run and Zhu Qi-chun, the brother of Zhu Qi-ang, were designated at 

234 Feuerwerker, Albert, China's Early Industrialization, pp. 110. 
23S Jiaotong shi hang zheng bian (History of Communications: section on shipping), compiled by 

China's Ministries of Communications and Railroads, Nanking, 1930, Vol. 1, pp. 145-146. 
236 ibid. 
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Shanghai. The shareholders Song Jin, Liu Shao-zong, Chen Shu-tang, and 

Fan Shi-yao were appointed shangdong (merchant director) at Tianjin, 

Hankou, Hong Kong, and Swatow branches respectively.237 Now since the 

company's by-laws provided (Article 3) "that for every 100 shares 

outstanding a shangdong was to be elected, one of whom would be chosen 

as the chief merchant,,,238 these six men and the chief merchant, Tang Ting-

shu, together must have accounted for at least 700 shares (or TIs. 350,000) 

of the company's paid-up capital. The power of the large shareholders were 

fully recognized by the new regulations of the company. They could for 

instance petition to change shangzong or chief merchant manager, a right 

which used to be solely in the hand of the government. They also had the 

power to employ low level personnel. All this, of course, showed that 

merchants or shareholders had won over some rights for themselves. 

Second, CMC had a new management structure with the key resource 

groups fully integrated into the system. This can be shown in the following 

d. 239 lagram. 

237 Ibid. 

238 Ibid, pp. 145. 
239 The diagram is adapted from Feuerwerker's; see his China's Early Industrialization, pp. 102. 
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Figure 1. Management Structure of CMC 
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Besides personnel changes, the unique structure of CMC remained 

remarkably stable throughout late Qing period. The kernel of CMC was the 

second and third levels, consisting of large shareholders from government 

administrators and merchant communities. This group actually owned of 

the company's assets, and the top management team was also selected from 

this group. They were responsible for overseeing the operations of CMC 

ships, wharves and warehouses. They supervised the carriage of 

passengers, general freight, and tribute rice. The company's business 

operations required a large number of seamen to command and sail its 
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steamers, and workmen to repair them. Longshoremen to load and unload 

cargoes from ship or godown were hired through contractors. Numerous 

clerks were employed to keep the records of these activities in the 

company's branches, and at its Shanghai headquarters. 

The tribute rice administrators were usually three in number, a chief 

manager (zongban or duban) and two assistants (huiban). An overlapping 

of personnel between the business management and tribute rice 

management was not uncommon, but its occurrence was usually limited to 

the assistant managers. 

The company was officially owned by its shareholders. From 1909, 

when a board of directors was elected by the shareholders, policy matters 

were also technically in the hands of that board. But in spite of this formal 

stipulation, the informal practices of salt and tribute rice administration 

lingered on. The shareholders sti1llooked up to officials for policy 

direction, because officials usually had higher social status. Though three 

categories of persons are grouped together as the owners and top 
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management of CMC, the people at the top of the company all had official 

titles with high social status. 

At the top of the company's structure (levell) were the three 

institutional establishments: the state bureaucracy, the new burgeoning 

steamer sector at the treaty ports, and the traditional shachuan sector. But 

the influence of the institutional establishments was mediated through 

shareholders and top managers. Such high officials like Li Hong-zhang, 

who acted as its sponsors or patrons, would not directly intervene in CMC 

operations. Liaison between CMC and the state apparatus was conducted 

by the company's managers with public titles, especially the tribute rice 

administrators. Indeed many metropolitan officials of the Qing court 

regarded CMC as a variation of minor governmental bureau and treated it 

accordingly. 

The positions of the owners and top managers of the company were 

very ambiguous because they usually were merchants with official titles. 

These men-in particular, Zhu Qi-ang, Tang Ting-shu, Xu Run and Sheng 

Xuan-huai-participated both in the "official supervision" and the 
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"merchant operation" of the enterprise. But out of this ambiguity they grew 

in power and prestige, ultimately turning themselves into China's first 

industrial class. The history of CMC was dominated by their profiles and 

activities. 

The business of transporting and handling freight and passengers was 

supervised from the company's head office in Shanghai (Level IV). The 

managerial staff was divided into three sections. The Shipping Department 

supervised the procurement of cargoes and the operation of the company's 

steamers. The Finance Department kept the company's accounts and 

handled receipts and disbursements. It was headed by a chief accountant, 

and in a later period supervised by "auditors" selected at the annual 

shareholders' meeting. A third Translation Department handled vast 

amount of paper work and general administration which the company's 

ramified operations made necessary. It was also responsible for the 

translation into Chinese or English of the bills of loading, shipping papers, 

letters, and the like by means of which this business was carried out. The 

heads of these three sections, together with the managers of the company's 
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branch offices in Shanghai and other ports, constituted the operating 

managerial staff, or business managers (at various times shangdong or 

zongdong). They were often overlapping in personnel with "top business 

management" at level III in the diagram. 

Level V consists of local offices at various treaty ports. The head of 

the these offices were members of large shareholders who were also on the 

board of directors (shangdong). 

BETWEEN STATE AND SOCIETY: TRANSFORMATION AND 

EXPERIMENTATION, 1874-83 

The CMC reorganization in the summer 1873 reflected the 

institutional arrangements at that particular time. It was the result of the 

activation of at least three key resource sectors: officialdom, the shachuan 

sector, and the new burgeoning navigation sector in treaty ports. Once these 

groups reached a compromise and basic organizational structure was 

formed, it is expected that the new organizational form was to be the 

platform of transformation and experimentation. CMC was like a big 

umbrella under which different groups mixed while bending the rules or 
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practices to fit their interests and perception. The new organizational 

structure solved some problems while creating new ones. But the leitmotif 

was the dynamic interaction between the state apparatus and merchant 

community. In the following, we will analyze how this state-society 

interaction determined the company's growth path and its major features. 

The Game of the Merchants. Within the formula of "official

supervision and merchant-operation", the Chinese merchants brought three 

crucial resource factors into the process: (1) a new way to raise large sums 

of capital for industrial building; (2) management skills to organize large 

scale industry building and cross-regional coordination; and (3) the new 

industrial technology. But they failed to introduce the concept of 

impersonal management and were unable to fight nepotism in new 

industries. 

The modem method of collecting capital through selling shares was 

adopted by the company in its financial practice, which led to even larger 

scale of investment by the Chinese merchants in CMC. The financial strain 

began to ease after the reorganization of the company, much to the relief of 
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the company's patron Li Hong-zhang. A report appeared in Shen Bao on 

July 29, 1873, the largest newspaper in Shanghai, commenting that the 

reorganized CMC "shows signs of prosperity, and is entirely different from 

the time of its founding; most money owners now were willing to invest in 

the company.,,240 Tang Ting-shu planned to collect TIs. 1,000,000 by 

issuing stocks, a target that was finally reached in 1881. The overall picture 

(Table 3) shows that CMC was successful in tapping into the financial 

resources of the merchant community, which otherwise would have gone to 

the foreign firms. 

240 Shen Bao, Tongzhi Reign 12/6/6 (July 29, 1873). 



Table 3. CMC's Capital (Tis) Paid as Stocks, 1873-1881 

Year 

1873-4 
1874-5 
1875-6 
1876-7 
1877-8 
1878-9 

1879-80 
1880-1 
1881-3 

Sources: 

Paid-up Capital 

470,000 
126,400 
82,700 
45,100 
20,800 
49,600 
29,700 

169,700 
1,000,000 

Paid-up Capital in Accumulation 

476,000 
602,400 
685,100 
730,200 
751,000 
800,600 
830,000 

1,000,000 
2,000,000 

Zhang Hou-quan, zhaoshangju shi, pp. 50; 
FeuelWerker, China's Early Industrialization, pp. 126. 

As can be seen in Table 3, nearly half of the one million taels were 
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collected in the first year after Tang became CMC's Chief Manager in the 

summer of 1873. This may be due to the large amount of personal 

investment by Xu and Tang and by their relatives and friends. Then the 

investment growth slowed down considerably over the next six years. 

However, the growth of the company's paid-up capital regained the 

momentum in 1880-1. The annual report ofCMC for 1881-2 says that 
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though the company's "capital in the seventh year was Tis. 800,000 only, 

in the following spring not only had the full million been subscribed, but the 

number of applications that had to be refused was enormous,,241. At the end 

of 1881, the goal of collecting one million Taels was successfully 

concluded. By this time, the market price ofCMC's stocks was Tis. 200 

per share, doubling the original value (Tis. 100 per share). In 1882, the 

managers decided to increase the company's capital to Tis. 2,000,000, i.e., 

to issue a new round of stocks worth of one million taels in order to 

purchase steamers. This goal was successfully reached just in one year 

time, and by the 1883 the company's capital stood at TIs. 2,000,000. 

However, the new shares were mostly purchased by the old stockholders of 

the company. As a ~onus to the earlier supporters of the company, the old 

stockholders had the priority to purchase the new stocks at TIs. 80 per share 

even though the face value was TIs. 100 per share. The discount 

representing a 10% return on their old shares for the current year and 10% 

additional on the newly purchased stock. 242 Though the precise amount 

241 "9th Annual Report", North-China Herald, October 18, 1882, pp. 417-420, cited through A. 
Feuerwerker, China's Early Industrialization, pp. 127. 

242 Ibid. 
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contributed by each sector is perhaps impossible to know, the majority of it 

seems to have come from the compradore community in the treaty ports. 

Of the company's paid-up capital of Tis. 2,000,000 in 1883, Xu Run 

claimed to have subscribed 4,800 shares or Tis, 480,000 himself, and to 

"have raised some Tis. 500,000 more from his relatives and friends".243 

Tang's personal investment in the company was estimated as about TIs. 

80,000, and had persuaded friends and relatives to invest in hundreds of 

thousand.244 For instance, Tang Ting-geng, the cousin of Tang Ting-shu, 

was shangdong (merchant director) of the Canton Office, a position that 

required at least TIs. 10,000 invested in the company. Fuzhou Office was 

headed by Tang Jing-an, who was also related to Tang Ting_shu.245 It could 

be estimated from the above rough numbers plus the compradore 

shangdong's minimum investment that at least 60 to 70 percent of the 

money came from the compradore community in the treaty ports. 

As for the capital invested by the shachuan community, we know that 

Zhu had invested 30,000, plus the shares held by Zhu Qi-chun and Zhu Qi-

243 Xu Run, Xu Yu Zhai zi xu nian pu, pp. 86-87. 
244 Bao gao shu, Second vol, pp. 35, cited through Zhang Hou-quan, zhao shang ju shi, pp. 50. 
245 Zhang Hou-quan, zhaoshangju shi, pp. 46. 
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zhao as shangdong, the junk boat community may have contributed at least 

2.5 percent to the total amount. The only known gentry official investing in 

the company in its initial years was Sheng Xuan-huai, who was recorded to 

have paid TIs. 40,000.246 Besides there was also at least TIs. 115,000 

contributed by the overseas Chinese in the Southeastern Asia.247 

It should be clear from the foregoing that in the early years of the 

Merchants' Company, the primary source of investment came from the 

compradore merchants in the treaty ports. On the other hand, their active 

participation in capital investment attested to the partial success of this new 

form of the state-merchant partnership. The company's business was 

profitable. Especially after defeating the Russell's Shanghai Steamship 

Navigation Co. and taking over its fleet and docks, CMC's business 

boomed. Again, as the managers stated in their 9th Annual Report, 

The result of the sixth year's [1878-79] working was so satisfactory 

that they had not only reduced the interest account by over TIs. 

100,000, but after declaring a dividend of 10% wrote off TIs. 

246 Shen boo, Guangxu Reign: 13/8/21 (October 7, 1887). 
247 Zhang Hou-quan, zhaoshangju shi, pp. 50-51. 
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420,000 from steamer account for depreciation. The seventh and 

eighth years showed that the liabilities and interest account have 

undergone a steady annual diminution. Nor is this all; not only was 

TIs. 400,000 written off in each of those years, but during the two 

years specified the company paid TIs. 700,000 to Government on 

account ofloan [sic]. This is sufficient to convince the shareholders 

that the company has done splendidly. 248 

Despite the stepped-up competition from the steamship lines operated by 

Butterfield and Swire, and Jardine and Matheson, CMC with its augmented 

fleet and docking facilities and with official support was able to gain a 

larger portion of the coasting trade. As we will show later in the chapter, 

the company's profit increased 4.5 times from 1876 to 1880. The North-

China Herald attributed the company's success to the decrease of the 

government intervention: 

We believe that this is due to the confidence which commercial 

Chinese have lately shown in the undertaking. That cautious class 

248 "9th Annual Report", North-China Herald, October 18, 1882, pp. 419, cited through A. 
Feuerwerker, China's Early Industrialization, pp. 128. 
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held aloof as long as the official element had control of the 

Company's affairs, but now that the taotais and other officials have 

been bowed out, or ousted from its management, they have become 

shareholders.249 

This explanation refers presumably to the acquisition of complete control by 

Tang and Xu as a result of Sheng and other officials leaving CMC. Sheng 

was appointed at the end of 1878 as military administrative taotai for the 

Tianjin-Hejian district; Zhu Qi-ang died in 1878; Zhu Qi-zhao left the 

company in 1879 to become acting Yong-ping taotai; and Ye Ting-juan who 

had been designated by Li to succeed Zhu remained with the company only 

briefly. It may well be that Xu and Tang were able to inspire more 

confidence in the Chinese mercantile community than these others, but it 

would be a mistake to think that the role of government was dispensable at 

this point. As we will further explore this role in much detail later, it may 

suffice here to point out the fact that Tang and Xu were dependent on and 

had the closest relations with officialdom. The merge of the Shanghai 

249 North-China Herald, October 4, 1881, pp. 346, cited through A. Feuerwerker, China's Early 
Industrialization, pp. 127. 
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Steamship Navigation Company, for instance, would be impossible if the 

government did not step in, and Sheng played a crucial role in securing the 

huge amount of government loan. In short, CMC's financial health 

depended on a fruitful cooperation between the state and merchants. 

Besides funding, merchant participation was key to introducing new 

management skills and methods of cross-regional coordination into CMC. 

Before Tang and Xu came to the company, the former manager Zhu had 

continued the shachuan practice rooted in the traditional tribute rice 

administration. As has been mentioned earlier, this system failed to 

promote commercial freight cargoes. Immediately after his assumption of 

office, Tang established a freight-brokerage system which had been widely 

used by foreign shipping companies. The practice of commissions and 

rebates was introduced to attract the patronage of a large number of treaty 

port merchants. The company also undertook to operate vessels under 

charter from other owners in return for a commission of 5% on the gross 

receipts.25o Clearly these practices were absent in the official tribute rice 

250 Feuerwerker, Albert, China's Early Industrialization, pp. 107. 
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administration, and were adapted from western business community. More 

importantly, CMC provided the means, by which the Chinese mercantile 

community won their independence from the foreign firms in the treaty 

ports. These ports, as noted earlier, had been economically colonized by the 

western business interests. To accomplish this task, Tang and Xu played an 

important role in coordinating mercantile networks in Shanghai and Canton 

regions. The powerful "Canton Guild", to take an example, was absorbed 

into the ventures of the new enterprise. And through these networks, CMC 

was able to establish branch offices throughout the treaty ports. This 

development was very significantly because China was a large country with 

enormous regional differences. Throughout its history, cooperation across 

China's regional groups was difficult, ifnot impossible. The state 

bureaucracy had been the sole structure capable of such a task. Now CMC 

accomplished this task not through the former bureaucratic measures (as in 

salt and tribute rice transport) but through a new set of methods based on 

open market and commercial practices of the treaty ports. 
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The birth of network branches in the treaty ports was to the benefit of 

both CMC and local merchants. Through local merchants CMC obtained a 

steady supply of cargoes for its steamers; local merchants also cut a better 

deal with the new company. Following the strategy designed by Tang, 

CMC's local offices first appeared in Tianjin, Hankou, Hong Kong, Shantou 

(Swatow), and Shanghai. (Shanghai's local office was distinct from the 

company's head office in Shanghai.) Later additional branches were 

established at Tongzhou, Yantai (Chefoo), Yichang, Jiujiang, Wuhu, 

Zhenjiang, Ningbo, Wenzhou, Fuzhou, Macao, and Canton.2S1 The deputy 

managers who headed these offices were usually the company's large 

shareholders in the local areas, and many were former compradores. They 

were designated by the company's head and themselves hired their own 

staffs and warehouse employees. According to the company regulations 

designed by Tang in 1873, five percent of the annual gross receipts was set 

aside as "office expenses" (junei jingfei) to cover the salaries and operating 

costs of both the branches and the head office (Article 3). However, from 

251 For detailed account of these routes, see Zhang Hou-quan, zhao shang ju shi, pp. 58-59. 
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1879, although the operating costs of the head office were still charged to 

the gross receipts, a new system was adopted for the branches. Each branch 

received a monthly expense allowance, and in addition it was allowed to 

retain 4% of its receipts on outgoing cargo plus 1 % on incoming or transit 

cargo from other ports. Under this arrangement, the branch managers 

b . 11 . . 252 ecame essentla y commission agents. 

As for the management of the steamers, the new company was 

successful in introducing standard operating procedures practiced by most 

western steamship companies. The two documents of zhangcheng (by-

laws) andguitiao (regulations) that Tang drafted in 1873 were put into 

practice only gradually over the years. Indeed, the two documents went 

through a series of modifications, and their full application was not carried 

out until 1881. The early guitiao was only a simple set of regulations with 

six articles concerned with the duty and authority designated to chuanzhu 

(captain), dahuo (chief officer) and datie (chief engineer) on a steamer. 

Curiously, the 1873 regulations stipulated that these three posts should be 

252 6th and 7th annual reports, carried on North-China Herald, October 3, 1879 and September 30, 
1880. 



occupied by foreign experts while the rest of the employees should be 

Chinese nationals.253 This might reflect the scarcity of qualified Chinese 

nationals in these highly technical areas. 
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After approximately eight years of experiment, the zhangcheng which 

was formally applied in 1881 contained thirteen broad categories with 132 

articles. It is technically thorough and meticulous, and defines each 

procedure or job in detail. Though we do not have detailed data on the 

evolution of these routines within the company, it seems that there was a 

clear indication that CMC was more successful in adopting the technical 

factor from its western counterpart while failing to adopt the concept of 

impersonalized management from the western models. The new 

zhangcheng showed that the basic technical-related procedures practiced by 

the foreign fleets were fully implanted by 1881. For instance, the new 

company had adopted a separate set of marine navigation procedures 

(hanghai zhengui) with 20 articles, which were the standard procedures in 

any steamer company at that time. But for regulations concerned with 

253 Zhang Hou-quan, zhaoshangju shi, pp. 90-91. 
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people and employment procedures, the zhangcheng expresses a 

continuation from China's past. The western-style impersonal management 

and employment procedures, for instance, were not absorbed successfully, 

and were at least not practiced when the new zhangcheng was formally 

announced in 1881. This, as we will explore later, was the cause as well as 

the effect of continuous tensions in CMC's management. 

The fact that organizational principles concerning human factors were 

difficult to get adopted may not be difficult to understand. The compradore 

merchants were as restrained by pre-established institutions as other groups. 

In other words, despite their participation in foreign trade, their residence in 

the treaty ports, and their association with foreigners, these merchants were 

never wholly free of the tradition embedded in family and communal life. 

They were, in the first place, assimilated to the traditional official system, 

holding official rank (usually the title of expectant taotai). Most of them, it 

seems, took their official status seriously, and would do everything to 

prevent from losing it. Both Tang and Xu as well as other merchant 

managers of CMC had worked hard to stay within the circle of the 
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officialdom. Xu, for instance, fought very hard for years to win back the 

status and the favor of Li when he was ostracized from the officialdom in 

1884.254 

Furthermore, they were involved in traditional projects of investment 

and speculation, and were especially attracted by the prestige of owning 

land. The tendency for merchants to purchase land and fuse with the local 

gentry is implicit in the ubiquitous reference to the "gentry merchants" 

(shenshang) of such and such a locality in late century documents. Possibly 

in local chambers of commerce (shanghui), such as established in Shanghai 

by Sheng Xuan-huai, the local merchants and gentry had a meeting place. 

On the other hand, high returns could be realized from investing in usury, 

native banks, and pawnshops. The guaranteed interest of shares in CMC 

seems high at 8 or 10 percent, but even this amount could not compete with 

the 20-50 percent per year in traditional type ofinvestments.255 

254 Xu Run, Xu Yu Zhai zi xu nian pu, pp. 40. 
255 A. Feuerwerker, China's Early Industrialization, pp. 53. For details about Chinese traditional 

trade in money exchange, see Shi Yu-fu, zhongguo huobijingrong shi lue, pp.' 133-150; for handicraft 
and other traditional business, see Peng Ze-yi (ed), zhongguojindai shougongye shi ziliao, 1840-1949 
(Documents on handicraft trade in China's modern history), Beijing, Zhonghua, 1962, Volume II. 
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As can be expected, these close ties of the compradore merchants 

with gentry and officialdom would limit their ability to fully incorporate the 

western style business practices. In China, the pressures to practice 

nepotism and to help less fortunate family and clan members were real and 

strong. For one's submission to instrumental rationality to the point of 

neglecting his duties to the kinship was much despised in his social 

environment. One's loyalty to his family and kinship was expected to come 

before that to the company. Thus it was not uncommon at that time that 

business partners were sworn into brothers in order to establish ties like 

kinship relations. 

The failure to adopt impersonal management and employment 

procedures made CMC a breeding ground for corruption. Ma Liang, under 

Li Hong-zhang's instruction to investigate CMC matters, reported in 1885, 

The problem with personnel employment was that it hired too many 

people; though few are competent or qualified for the job, their total 

number is three times as many as in the steamship companies of 

C.N.C. or Jardine, Matheson. Even key managerial positions such as 
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deputy managers ofBeizhan godowns, Canton office and of various 

steamers are substituted by those who were never on the job but only 

put their name for drawing incomes.... managers' kinship or friends 

were expected to be most dependable, but as a matter of fact they 

were the most abusive and corrupt. 256 

The company's Regulations and By-laws of 1873 provided that deputy 

managers selected from among the major shareholders should be placed in 

charge of the company's branch offices at the treaty ports. These branch 

managers were to choose and pay their own staffs.257 This system allowed 

nepotism to grow unchecked and brought in many surplus and under-

qualified personnel into the company. The shadow of traditional tax-

farming practices was obvious. This further undermined the loyalty to the 

company as a jointly owned modem business enterprise, and a complex 

system of graft and falsification of records which obviously resulted in large 

losses of income every year. 

256 Ma Liang, Ma xiang bo xiansheng wen ji, (reprinted by Taipei, Wenhai), pp. 8. 
257 Jiaotong shi hang z/zeng bian, pp. 143-46. 
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Though detailed descriptions of actual cases of malpractice or 

corruption were hard to come by, the problems were indicated quite 

frequently in CMC files.258 To illustrate the loopholes in the company's 

management system, we might cite an investigation ofHankou and Tianjin 

branches by the Nationalist government in 1920s?59 The investigation 

revealed that the Hankou branch office from very early on had kept two sets 

of books: one on the basis of which reports were made to the head office, 

and a second set for the private use of the branch manager. Numerous 

devices were employed to defraud the head office of funds. For example, 

by taking advantage of the fact that between 1911 and 1925 the official 

exchange rate for the conversion of strings of cash into taels remained 

constant at 0.68 while the local Hankou rate fluctuated between 0.3585 and 

0.55, the Hankou branch realized. some TIs. 210,000 by reporting all its 

transactions to the head office on the basis of the official rate. This juggling 

258 Zhang Hou-quan, zhaoshangju shi, pp. 94-97. 
259 A. Feuerwerker, China's Early Industrialization, pp. 146-147. 
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with exchange was a common monetary practice occasioned by the absence 

f 'fi d . Ch' 260 o a um Ie currency m mao 

Though the period covered by the investigation was between the 

years 1913-1927, these practices existed all along since the founding of the 

company. For the root of these problems was the company's system of 

management that remained relatively unchanged since 1870s. In the words 

of one member of the 1927 investigating commission: "We may be very 

definite that for corruption on so large a scale to have taken place without 

detection by the head office, cooperation between the branch manager and 

important executives in the head office must have occurred".261 This 

conclusion was however consistent with Ma Liang's report in 1884, in 

which he accused the company's top management of corrupt behavior?62 

The Shadow of Officialdom. The role of the officialdom in China's 

early industrial enterprises was paradoxical. This was due to two structural 

constraints of CMC. First, there was no effective way to collect the large 

260 Li Gu-fan, Zhaoshangju san da an (Three major cases relating to the China Merchants' company), 
Shantai, 1933, pp. 7-12; cited through A. Feuerwerker, China's Early Industrialization, pp. 147. 

2 1 Li Gu-fan, Zhaoshangju san da an, pp. 17-18, cited through Feuerwerker, China's Early 
Industrialization, pp. 149. 

262 Ma Liang, Ma xiang bo xiansheng wenji, pp. 8-10. 
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amount of financial resources required to start up the new enterprises, so the 

government was needed as a financial supporter. But too much of the state 

bureaucracy would cancel out the entrepreneurship and organizational 

flexibility required for surviving market competition. Second, in creating 

organizational forms of modem business enterprises, there were no existing 

institutions to rely on; the compradore on the one hand had knowledge of 

the modem business practices, yet was constrained by family and kinship 

ties and therefore incapable of company loyalty and impersonal 

management; thus the officialdom, though having no knowledge in the new 

practices, was still needed to supervise the company in order to curb 

corruption and malpractice. But how to strike such a balance? 

This paradoxical state-enterprise relationship was evident to Zheng 

Guan-ying, a noted merchant and writer, who later also joined CMC as a 

major business manager. He wrote: 

Moreover, it is my experience that when commercial undertakings are 

exclusively controlled by officials they rarely produce profits... What 

is the reason for this? I fear that it is due to nothing else but the 
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officials in charge (wei yuan) continuing to follow the practices of 

official yamen. Not only do they not understand commercial matters, 

but they cannot adapt to circumstances.263 

On the other hand Zheng came to the conclusion that direct government aid 

and support of Chinese commerce and industry was a vital necessity. He 

defined his position as advocating "the use of official authority to 

compensate for the weakness of the merchants". 

However, it should be noted that the establishment of CMC, as of 

other guandu shangban enterprises in late Qing China, was not the result of 

initiative taken by the imperial government. Peking did not provide 

material support or exercise direct supervision. On the contrary, such 

efforts resulted from the efforts of powerful provincial officials. In this 

connection, Li' s tenure in the dual posts of Trade Commissioner for the 

northern ports (bei yang da chen) and the governor-generalship of Zhili 

provided the focus of official supervision over CMC in its early years of 

development. 

263 Zheng Guan-ying, Sheng shi wei yan hou bian (Warnings to a prosperous age: later editions), pp. 
11. 
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Apart from supervision, the government provided crucial support 

when CMC was in financial crisis. As has been noted earlier, the growth of 

the company's paid-up capital stagnated during 1875-79 (Table 3). Though 

borrowing from the government was never meant to solve the entire 

problem of fund shortage, it was nevertheless often resorted means whereby 

the company got out of financial crises. Indeed, CMC only borrowed from 

the government for four times and all in the first decade since its founding, 

but they proved essential for its survival. 

The first loan, totaling TIs. 135,000, as being already mentioned, was 

secured by Li Hong-zhang from Zhili military training funds in 1872 to get 

the company adequate capital and operating funds for founding. While the 

size of the loan by the government was not necessarily large, such aid 

always came at crucial moments; and furthermore, the officialdom was able 

on several occasions to secure financial assistance for the company from 

other sources. The second government loan totaled TIs. 450,000, which Li 

secured from Zhili, Jiangsu and Zhej iang and from the Tianj in customs in 

1876, was an example in point. In the spring of 1876, Li came to the 
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company's aid in the unsettled international situation when Britain might 

again invade China for the death in Yunnan of Augustus Margary of the 

British consular service. Foreign shipping companies were taking the threat 

of hostilities as an occasion to reduce their rates sharply, seeking to win 

customers who might be hesitant about shipping in Chinese vessels in such 

foreign menace. To compensate CMC for its losses, Li arranged loans of 

TIs. 350,000 from Zhili and Liangjiang, and TIs. 100,000 from the Tianjin 

customs. These funds were immediately deposited with the company at 8% 

and made it possible for the company to get out of threatening insolvency 

and repaid the funds borrowed at usurious rates from native banks.264 The 

third loan was some TIs. 200,000 lent by Li in 1876 to purchase river 

steamers.265 

The last government loan of TIs. 1,000,000 marked a turning point 

for CMC. With this loan the company successfully completed it purchase 

of Russell and Company's Shanghai Steamship Navigation Co. in 1877. 

Li's influence was instrumental in securing the funds from Shen Bao-

264 Li Hong-zhang, Li Wen Zhong Gong quanji: yi shu han gao, Vol. 7, pp. 21-22. 
265 Li Hong-zhang, ibid, pp. 26. 
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zhen, the Liang-jiang governor-general. Shen Bao-zhen had been the 

director-general of the Foochow Shipyard when CMC was founded. 

together with Li, he had favored the building of merchant vessels by the 

shipyard to be added to CMC's fleet. According to Xu Run's account, it 

was Sheng who approached Shen on Li' s behalf, seeking to borrow TIs. 

1,000,000 in order to make the initial payment to the Russell and Company 

for the entire fleet of the Shanghai Steamship Navigation Co .. Shen Bao

zhen at first refused, but "subsequently Sheng Xuan-huai devised means to 

raise nearly TIs. 1,000,000 [for repayment to Shen]. His arguments were 

sharp and he convinced His Excellency, but the funds were still inadequate. 

The next day Sheng together with the provincial treasurer petitioned Shen 

Bao-zhen pointing out where there was TIs. 200,000 in gold that could be 

used... Shen Bao-zhen presented a memorial and the funds were 

appropriated.... Thus CMC was put on a firm foundation. In all this, 

Sheng's efforts were the greatest".266 By 1877 CMC's total indebtedness to 

the government stood at TIs. 1,928,000. After that year no further funds 

266 Xu Run, Xu fit Zhai zi xu nianpu, pp. 18-19. 
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were obtained from the official lenders; and by 1891 all of the amount had 

been repaid.267 

However, the government functioned as more than a traditional 

money lender as the native banks did. Rather it served more or less as a 

modem banking institution since China's modem banking had not came 

into existence then. That is, the government constantly looked into the 

financial conditions of the company while planning for the repayment of the 

large official debt. With interest accumulating at 7 to 10 percent annually, 

the company's indebtedness to the government came to a total of Tis. 

1,928,000 by the summer of 1877. At this time its paid-up share capital 

totaled only TIs. 730,200. In addition to the official debt, there were other 

liabilities totaling TIs. 2,104,401 and consisting of loans from native 

bankers, deposits by private persons, the assets ofRen-he Insurance 

Company which were on deposit, unpaid dividends, and current accounts. 

The company's total operating funds in 1877 thus came to TIs. 4,762,601 

of which only TIs. 730,200, or one sixth, was paid up share capita1.268 

267 A. Feuerwerker, China's Early Industrialization, pp. 132-133. 
268 4th Annual Report, North-China Herald, November I, 1877; cited through A. Feuerwerker, 

China's Early Industrialization, pp. 152. 
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Considering the heavy burden of the interest payments on this 

indebtedness and the very slow rate at which private merchant capital was 

coming into the company, Li approached the Zongli Yamen on the 

company's behalf. His letter of November 4, 1877 states: 

This enterprise, as you have yourselves stated, is involved in the 

whole matter of commercial development. We cannot, so to speak, 

abandon it in mid-course and become the laughing-stock of the 

foreigner, while allowing them to gain control of China's economic 

rights (liquan). Officials and merchants must combine their strength 

to devise a way to bolster the company. 269 

He then outlined a plan which provided for a delay in the repayment of 

government funds. Having adequately prepared the Yamen, Li presented his 

. proposals to the throne in a slightly altered form in a memorial of December 

19. The governor-general was very careful to point out that it had always 

been the intention of CMC to repay borrowed official funds as merchant 

investments were added to its capital. But private investment had not 

269 Li Hong-zhang, Li Wen Zhong Gong quanji: yi shu han gao, Vol. 7, pp. 22. 
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grown as quickly as had been anticipated. Therefore, Li suggested, 

payment of principal and interest due on the Tis. 1,928,000 in question 

should be deferred for three years. From 1880, while interest payments 

were still deferred, the company would repay the principal in five annual 

installments of Tis. 381,000. Thus in eight years the official loans would 

have been repaid; the deferred interest could then either be converted into 

official shares in the company or repaid in installments.27o 

In order to make possible the large annual installments of Tis. 

381,000 which were to begin in 1880, Li found it necessary to assist CMC 

in two additional ways: by securing for it an increased share of the transport 

of tribute rice, and by obtaining tariff concessions which favored CMC over 

other carriers. The importance of these measures was obvious. Li requested 

that the provinces be ordered to ship 40-50% of their tribute rice via CMC 

and that the sea transport of all other official freight be granted as a 

monopoly to the company?71 In addition, Li proposed that the existing 

practice of exempting CMC vessels carrying tribute rice to Tianjin from 

270 Li Hong-zhang, Li Wen Zhong Gong quanji: zou gao, Vol. 30, pp. 31. 
271 Li Hong-zhang, ibid, pp. 33. 
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20% of the customs duty be extended also to its vessels carrying copper 

from Canton to Tianjin.272 But all in all, the tribute rice transport was more 

important in early years than in later years of the company. In total CMC 

received TIs. 2,600,000 as gross income from tribute rice transport from 

1873 to 1884. In 1874 tribute rice gross income (TIs. 155,000) was one 

third of the company's total gross income. In 1882, however, though such 

income increased to TIs. 300,000, it was nevertheless 16.7% of the 

company's total gross earning for that year.273 Clearly, CMC had shifted 

over the years from relying on the government to more independent 

commercial operations. 

Granted the imperial approval, by the end of the three year period 

during which payment on the official debt was to be deferred, CMC was 

able to repay TIs. 126,500 which it owed to several customs offices and 

was ready to pay a first installment of TIs. 356,300 on the balance of TIs. 

1,781,500. The income from tribute rice carriage for the next five years was 

to be allocated for this purpose?74 Peking's sanction for the application of 

272 A. Feuerwerker, China's Early Industrialization, pp. 153. 
273 Zhang Hou-quan, 7lzao shang ju shi, pp. 71-72. 
274 Li Hong-zhang, Li Wen 7lzong Gong quanji: zou gao, Vol. 36, pp. 32-34. 
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the company's receipts from tribute rice carriage to the repayment of its 

official debt is confirmed by a further memorial from Li, dated July 9, 1880, 

in which he stated that the funds scheduled to be repaid to the several 

provincial treasuries from these receipts were in most cases not urgently 

needed by the provinces concerned. He therefore requested and received 

imperial approval to divert the Tis. 1,000,000 due for the first three years to 

the purchase of warships in England for the Beiyang Navy.275 

Apart from the financial support that the new company received from 

officialdom, the government also functioned as both supervisor and protege 

to CMC. The new company was made up from different social networks 

and had to be made more accountable than a family enterprise. Supervision 

over business organizations was non-existent outside the government 

organs until 1904 when "General Rules for Merchants" and "Company 

Laws" were published by the Qing government. 276 Thus in the earlier period 

of industrial development, the methods of government administration was 

partially borrowed-Leo from the salt and tribute rice management-to 

275 Li Hong-zhang, ibid, Vol. 37, pp. 1-4. 
276 Twitchett, Denis and John K. Fairbank (eds), The Cambridge History of China, Vol. 11, Part 2, 

pp. 446-447. 
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handle the supervisory function. However, that responsibility must be 

conducted in such a way that the company's basic features as a shangban 

(merchant) enterprise were intact. Li obviously wanted to walk that fine 

line. 

The most direct means by which Li exercised his responsibility for 

official supervision was to appoint and dismiss its leading managerial 

personnel. This was often the practice in the salt and tribute rice transport: 

the administrative officers were held accountable for any wrongdoing in his 

jurisdiction. Just as he had originally dispatched Zhu Qi-ang and Zhu Qi-

zhao in 1872, so he appointed Sheng, Tang and Xu in 1873, Ye Ting-juan in 

1878, Zhang Hong-lu in 1881, Zheng Guan-ying in 1882, Ma Jian-zhong in 

1884, and Sheng again in 1885. In 1891 it was Li himself who appointed 

Yan Ying, Tang De-xi and Chen You as "merchant directors" (shangdong), 

ostensibly in order to give representation to merchant shareholders in the 

management of the company?77 Undoubtedly Tang and Xu and after them 

Sheng had some voice in the selection of their principal subordinates-Li' s 

277 Zhang Hou-quan, zhao shangju shi, pp. 606; also A. Feuerwerker, China's Early 
Industrialization, pp. 151. 
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action might be in response to their petition. But the essential matter here is 

that these men, even those who were to represent the shareholders, had to be 

invested with their office by Li's authority. 

The chief consequence of the nomination of its key personnel by a 

high official was that CMC was inescapably under close supervision by Li 

and his colleagues. Li also dispatched the Shanghai and Tianjin customs 

taotais to inspect the company's accounts regularly in their respective 

. . d" 278 
JUrIS lctIons. 

Moreover, aside from this public supervision, the new company 

needed official patronage for zigzagging its way through various obstacles 

placed by bureaucracy and established institutions. Thus another role that 

Li Hong-zhang and other officials played was protecting CMC from attacks 

by hostile sectors of the metropolitan and provincial bureaucracy. As we 

have noted earlier, such hostility had existed all along ever since the 

company's founding in 1873. It is possible to cite a constant stream of 

impeachments directed against CMC by various conservative officials. In 

278 Li Hong-zhang, Li wen zhong gong quanji: zou gao, Vol. 3D, pp. 29-31. 
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the usual case these charges were referred to Li with imperial instructions to 

conduct an investigation. Imperial action on the impeachments, if any, 

would generally follow Li' s recommendations. The purchase by CMC of 

the Shanghai Steamship Navigation Co.· in 1877 was a particularly choice 

target for censorial denunciations. Thus in 1878 a censor named Tong 

charged that by its purchase of the Russell and Co.' s fleet, CMC had 

acquired too many ships for the available traffic, and in consequence was 

losing TIs. 50,000-60,000 a month due to unnecessarily high operating 

expenses. These losses, he continued, were aggravated by laxity in the 

employment of personnel and by inadequate financial records. As might be 

expected, this was a frequent complaint in censorial indictments. Li 

vigorously defended the company against the censor's charges, but agreed 

that thenceforth he would have the company's accounts inspected more 

regularly.279 

A much more inclusive denunciation of CMC, and of Sheng in 

particular, was made by the censor Wang Xian-qian at the end of 1880. The 

279 Li Hong-zhang, Li wen zhong gong quallji: zou gao, Vol. 30, pp. 29-31. 
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imperial insttuctions to Li directed him to conduct a strict investigation and 

to punish severely all instances of malfeasance and misappropriation of 

funds that he might discover. Li's conduct in this instance is typical of the 

manner in which he dealt with impeachments of his enterprises. He referred 

the matter to his subordinates, the Shanghai and Tianjin customs taotais, Li 

Ju-fen and Zheng Zao-ru respectively, and they were joined by the taotai Li 

Xing-rui, who had been sent by the governor-general at Nanking, Liu Kun

yi. These officials investigated Wang's charges and reported back to Li. 

The petition he received from them was then the basis of the memorial 

which Li submitted to the emperor. In this case, as in others, he forcefully 

denied the censor's charges. The company's first steamers had not been 

purchased at an excessive price by Zhu Qi-ang; Sheng and Tang definitely 

had not used company funds to purchase secretly shares in the Shanghai 

Steamship Navigation Co. and then arrange for its purchase by CMC at an 

inflated price; Tang and Sheng had not pocketed the company's liquid 

assets which should have been applied to depreciation; and finally, contrary 
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to Wang's assertions, official supervision was not so lax that Tang and the 

other merchants were able to use official funds for their private gain.280 

The attacks on Li came from two sources: from other provincial 

officials who were jealous of his power; and from adherents of a 

conservative clique known as the "pure talk faction" (qing yi pai), who 

opposed even the relatively small attention which the court was directing to 

efforts at western style industrialization. In defense of his industrial 

undertakings Li skillfully utilized the ambiguous status of the guandu 

shangban form. When it was convenient, he fell back upon the half-fiction 

that "the gains and losses of the company are strictly the merchants' affairs, 

and are not a concern of the government.,,281 And in his words, 

as operating a commercial steamship company line involves relations 

with foreigners, it is even more apparent that officials should not be 

involved in it. Thus, this enterprise differed from others established 

with the appropriation of public funds ..... but this enterprise is of great 

importance for the recovery of China's economic rights (liquan), and 

280 Li Hong-zhang, ibid, Vol. 40, pp. 20-26. 
281 Li Hong-zhang, ibid: zou gao, Vol. 36, pp. 35. 
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for that reason it must be aided by the government, even to the extent 

of lending official funds to compensate for the inadequacy of 

merchant resources.282 

Thus while recognizing state support was important for the company, Li 

also made sure that official intervention was kept to a minimum. In his 

effort, the ambiguity of the company's status helped Li and his allies. To 

keep off pressures from the officialdom on the company, Li argued that: 

The stock of the company is managed by these two taotai [Tang and Xu] 

and each year the accounts are reviewed by the merchants themselves. 

Should these two managers attempt to misappropriate funds or make 

reckless expenditures, the merchants would act in their own interest without 

waiting for an official impeachment. Yet since the day that the company 

was established no merchant has ever come forward with such an 

. d' 283 In lctment. 

It is no surprise to find the managers of the company reporting to the 

shareholders that "the shareholders should be thankful for the position they 

282 Li Hong-zhang, ibid. 
283 Li Hong-zhang, ibid: zou gao, Vol. 36, pp. 35. 
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are in now, for it is entirely due to Li that they are able to pay off the loan 

and make a profit besides". 284 

However, the official supervision was not without cost to the 

company, for it was inevitable that the company got entangled in the 

politics of the Qing officialdom and that some form of official exaction 

became legitimated. All this seems to have stunted the normal growth of 

the company into a modem business enterprise. 

In the first place, Li's efforts were not acts of philanthropy. The 

success of CMC was directly beneficial to his political position in North 

China. One consequence for Li' s political power was the partial control of 

the sea transport of tribute rice to the capital which came into his hands 

through his authority over CMC. This tribute rice had a strategic 

importance because it was lifeline to the metropolitan garrison, the imperial 

household and court, and the nobles and officials in and near Peking.285 

While deliveries were originally made in kind, from the Jiajing period 

284 9th annual report, North-China Herald, October 18, 1882, cited through A. Feuerwerker, 
China's Early Industrialization, pp. 157. 

285 Hinton, Harold C., "The grain transport system of the Ch'ing dynasty", For Eastern Quarterly, 
Vol. 11 (3), pp. 339-354 (May 1952); also Zhang Zhe-lang, qing dai de coo yun, 75-90. 
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(1796-1820), the quotas due from all provinces except Shandong, Anhui, 

Jiangsu and Zhejiang were commuted into payments in silver. By the end 

of the dynasty only Jiangsu and Zhejiang were still remitting in kind. The 

largest part of these shipments, an annual average of 1,626,000 hectoliters, 

went by sea from Shanghai to Tianjin.286 The quotas in kind of 600,000 and 

400,000 hectoliters respectively due from Jiangsu and Zhejiang were for the 

most part sent by the sea route. In the last years ofQing's rule, steamers-

foreign and Chinese-steadily forced the sea-going junks (shachuan) out of 

the carrying business. Thus the Shanghai district gazetteer reported: 

In 1873 the government permitted the tribute rice shipped by sea 

from Jiangsu and Zhejiang to be carried by CMC steamers. They 

were allowed 20% of the total while 80% was allotted to the junks. 

Later the ratio was changed to 40% and 60%. Then due to the daily 

decrease in the number of junks, in the winter of 1900 the entire 

tribute was given to CMC. At that time only 50 junk boats 

. d 287 remame . 

286 Zhang Zhe-Iang, qing dai de cao yun, Taipei, 1969; and H. B. Morse, The Trade and 
Administration of the Chinese Empire, London, 1908. 

287 Shanghai xian xu zhi (Supplementary gazetteer of the Shanghai county), Vol. 7, pp. 15. 



250 

To the extent that Beijing was still dependent on tribute rice shipments, 

control of CMC might be a useful lever to move things around in 

metropolitan politics. Moreover, procurement and shipment of tribute rice 

could be a source of considerable pers.onal gain for Li and his followers. It 

was the general practice before CMC entered the field that as high as 10% 

of the government appropriation for rice "was regularly withheld as 

perquisites by officials supervising the hiring and dispatching of junks". 

Undoubtedly Li and Zhu-the latter being himself an official in charge of 

rice shipments as well as a junk owner-were fully aware of the lucrative 

potential of this trade when they organized the company. 288 

Beside Li's use of the company as his power base, CMC's semi

official status also made it necessary to help the government in times of 

crisis. Famine relief, for instance, became a routine obligation of the 

company. The 1877 famine in Shanxi province devastated eighty counties 

and five million people. With the memory of the Taiping rebellion still 

fresh, the Qing government was extremely nervous. Under the government 

288 A. Feuerwerker, China's Early Industrialization, pp. 158. 
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instruction, Zhu, then official huiban of the company, purchased 50,000 

hectoliters of rice from the southern provinces and transported them 

immediately to Tianjin.289 In addition to the grain transport, CMC was 

given the task of transporting silver currency to the needy area. These tasks 

were seen by many officials as obligatory, and were therefore conducted at 

CMC's own expense. Moreover, the company often had to donate money 

for purchasing or transporting the relief grain.29o In the winter of 1876-7, to 

take an example, the company donated TIs. 49,195 to the government for 

such purposes, in addition to personal donations from its managers?91 

The resources of CMC were utilized in a more direct fashion in aid of 

Li's military power. In July 1880, for example, the emperor approved Li' s 

request to divert TIs. 1,000,000 of the company's expected earnings from 

tribute rice carriage to pay for warships which Li would purchase from 

England for his Beiyang Navy. The company's steamers provided services 

for Li' s Huai Army in the form of transporting troops by carrying six 

289 Li Hong-zhang, Li wen zhong gong quanji: zou gao, Vol. 30, pp. 11,22, 34. 
290 Zhang Hou-quan, Zhao shang ju shi, pp. 75. 
291 Shen Boo, Guangxu Reign: 4/3/20 (April 22, 1878); Li Hong-zhang, Li wen zhong gong quanji: 

zou gao, Vol. 31, pp. 5. 
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regiments from Tongzhou to Seoul in 1882. Furthermore, it was of 

considerable importance for use the company as employment opportunities 

to go as rewards or sinecures to junior officials ofLi's entourage; the case 

of Sheng and Ma's career with the company may be cited as examples in 

this line. On occasion the company's assets were used to furnish funds for 

others of Li' s industrial or political undertakings. Under a contract with the 

"Korean Foreign Office" dated October 1, 1882, CMC agreed to lend the 

Korean government TIs. 500,000 of which TIs. 200,000 was actually 

loaned. This had been arranged by Li as part of his program for 

h . Ch' , . fl . K 292 strengt enmg ma s m uence m orea. 

In 1878, Li undertook to sponsor a modem coalmines enterprise in 

Zhili, the well known Kai-ping Mines. CMC held some TIs. 210,000 in 

Kai-ping shares in 1882. This was influence by Li's sponsorship. And 

under his guidance, Tang also became the moving spirit behind the Kai-ping 

Mines?93 One consideration leading to the inauguration of Kai-ping was the 

292 A. Feuerwerker, China's Early Industrialization, pp. 158-159. 
293 9th annual report, North-China Herald, April 14, 1892, pp. 420, cited through A. Feuerwerker, 

China's Early Industrialization, pp. 159. For details of the involvement of Tang and CMC in general in 
the project, see also Xu Di-xin and Wu Cheng-ming (eds), jiu minzhu zhuyi geming shiqi de zhongguo 
ziben zhuyi, Beijing, 1990, pp. 407-413 



253 

desire to obtain a regular and cheap supply of coal for CMC steamers. The 

company's funds were also used to support Li's effort to establish a modem 

cotton mill in Shanghai, which we will discuss in detail in the next chapter. 

Though the use of CMC funds to support other modem undertakings 

should not be simply categorized as official exploitation, it nevertheless was 

conducted in a fashion inconsistent with the shareholders' rights. 

Oftentimes, Li just ordered the transfer of funds without much consultation 

with the shareholders. But it should be pointed out that the large 

shareholders and top managers of the company never stood up against Li to 

risk losing his patronage. In addition, the public and shareholders usually 

viewed such enterprises favorably and believed them to be genuine attempts 

to utilize western techniques and technology in order to strengthen China, a 

rhetoric underlining CMC throughout its early years. 

BETWEEN THE FOREIGN AND DOMESTIC: COMPETITION AND 

HOMOGENIZATION 

China's navigation industry evolved in the interstices between state 

and society, on the margins of both foreign businesses and China's 
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traditional economic spheres. In the 1870s, western business had 

established capitalist havens in the treaty ports where the Qing government 

had little control. But the rest of the country was still steeped in pre

industrial socioeconomic institutions. CMC lived between these two worlds 

from the first day of its existence. Throughout its early years, CMC was 

challenged by some formidable forces from both systems. Caught between 

tradition and modernity, CMC was shaped by these forces in many ways. In 

the following we will analyze how living in the two distinct institutional 

systems had affected CMC's strategy and structure in its early years, and 

how foreign competition shaped its growth path. We will learn how CMC 

adapted to as well as transformed its environment. Ironically foreign 

competition forced CMC to expand aggressively into the foreign business 

sphere, which in tum further exacerbated the competition between them. 

The result was a homogenizing integration between China's traditional and 

foreign capitalist economic systems. Let us start with the general 

production statistics of the company during the period. 
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In the first decade, CMC performed quite well in its business. The 

company was able to expand its business considerably. Both the number of 

steamers and net tonnage jumped by a wide margin. As Table 4 shows, its 

number of steamers increased by six times while the net tonnage grew by 

fourteen times during the first decade. 

Table 4. CMC's Steamers 
Year 
1873 
1874 
1875 
1876 
1877 
1878 
1879 
1880 
1881 
1882 
1883 
1884 

No. of Steamers 
4 
6 
9 

11 
29 
25 
25 
26 
26 
26 
26 
26 

Net tons 
2,319 
4,088 
7,834 

11,854 
30,526 
26,916 
26,916 
28,255 
27,827 
29,474 
33,378 
33,378 

Sources: Zhang Hou-quan, Zhao shangju shi, pp. 63. 



Table 5. CMC's Fixed Assets (Taels), 1873-1883 
Year Ships* Real Estates 

1873-4 489,303 141,325 
1874-5 750,568 344,027 
1875-6 1,399,826 410,908 
1876-7 3,030,254 1,134,355 
1877-8 3,085,883 1,339,898 
1878-9 2,741,400 1,243,800 

1879-80 2,421,400 1,237,800 
1880-1 1,993,000 1,207,000 
1881-2 2,794,873 1,371,000 
1882-3 3,010,000 1,749,000 
1883-4 2,715,000 1,635,000 

Total 
630,628 

1,094,595 
1,810,734 
4,164,609 
4,425,781 
3,976,200 
3,659,200 
3,200,000 
4,165,873 
4,759,000 
4,350,000 

Sources: Zhang Hou-quan, Zhao shangju shi, pp. 89. 
*Including steamers and other ships. 
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The same is true of the company's fixed assets. Table 5 shows that CMC's 

total fixed assets grew steadily in spite of some fluctuations, and expanded 

ten times before the Sino-French War in 1884. Moreover, the production 

statistics is also impressive as shown in Table 6. 
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Table 6. CMC's Production Statistics, 1873-84 
Year Income Earned In Shipping Taels per ton profit 

1873-4 419,661 181 81,608 
1874-5 582,758 143 156,144 
1875-6 695,279 89 161,384 
1876-7 1,542,091 130 359,162 
1877-8 2,322,335 76 442,418 
1878-9 2,203,312 82 353,545 

1879-80 1,893,394 70 268,751 
1880-1 2,026,374 72 292,799 
1881-2 1,884,655 68 347,757 
1882-3 1,643,536 56 308,095 
1883-4 1,923,700 58 155,002 

Sources: Zhang Hou-quan, Zhao shangju shi, pp. 86,88. 

These statistics reflect an arduous struggle for survival. The first 

threat to the infant enterprise was intensified competition with foreign 

steamers. In early 1870s, China's river and sea routes were dominated by 

two companies: Russell's Shanghai Steam Navigation Co. (S.S.N.C.) and 

British-owned China Navigation Co. (C.N.C.). These two companies had 

battled over market shares in China's water trade. However, when CMC 

was founded, they became allies again. They both treated the new Chinese 

company as their enemy and "biggest threat". On the date when CMC 



formally set sail, S.S.N.C and C.N.C. simultaneously cut their prices by 

half.294 In 1873 when CMC was preparing to open business along the 

Yangtze river, the S.S.N.C. again lowered its rates by 50 percent. The 
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same tactic was used on the sea route. For instance, the Shanghai-Yantai 

route had been priced at 7 taels per ton, but as CMC entered the trade there, 

the price dropped to 3 taels per ton in April, and then finally to 1 tael per ton 

. J 295 
In une. 

CMC price war with the S.S.N.C. and C.N.C. became even more 

nasty in July, 1873 when the two foreign steamer companies began to 

coordinate their actions even more closely in order to squeeze out the new 

Chinese company. Now on all the new routes that CMC started, the price 

dropped by as much as 70 percent.296 The pressure was enormous, yet the 

purpose ofCMC, according to its many supporters, was to win back China's 

economic rights over the Chinese waters. Therefore it was their job to face 

294 Zhongguo jindai hangyun shi ziliao, Second vol., pp. 1164. 
295 Shen Bao, Tongzhi Reign: 12/3/5 (April 4, 1873); also Tongzhi Reign: 12/5/8 (June 20, 1873). 
296 Zhang Hou-quan, Zhao shangju shi, pp. 100. For more details, see Haiguan maoyi baogao, 

Ningbo, 1873, pp. 85. 



up to the foreign competition. After the restructuring of the company in 

summer 1873, Tang analyzed the situation and concluded on an up-beat: 
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Our confidence in the business and our belief that we can defeat the 

foreign fleets derived from three points of strength we possess: first, 

we have tribute rice business while the foreign steamers will rely 

entirely on cargo freight; secondly, our cost in the areas of operating 

fees, godowns, loading and unloading, and ship running is much 

lower than for foreign companies; third, we as Chinese are better 

positioned to do business with our countrymen, or transport our 

domestic goods, and make our countrymen belief us. With these 

three strengths brought into full play, we believe we can defeat the 

foreign merchants .... Thus I am not worried about our shortage of 

funds, nor am I about the price-cut by the foreign firms; I only wish 

that [Chinese] people of all sectors coordinate with one another, and 

work for the big purpose, so as to retain all the profits earned in 
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transporting goods among treaty ports; and this is for the Chinese 

only?97 

Tang's analysis was correct. The new company was able to face up to the 

competitive pressure, and made more and more inroads in the sea and river 

lines, which had been dominated by foreign steamers. In 1876, CMC had 

sixteen steamers, only second in number to the S.S.N.C. which had 

seventeen steamers.298 Finally, in February 1877, the Russell and Co. was 

forced to sell the entire S.S.N.C. fleet and all its properties on shore to 

CMC. 

The reason that CMC was able to survive the severe competition was, 

apart from government and compradore support, the success that the 

company had in adapting to and harmonizing its business environment. In 

approximately the same period, CMC solved the problems caused by lack of 

insurance service and coal fuels. The new company had paved the way for 

the establishment of the Renhe Insurance Company and of the Kaiping 

297 Tang Ting-shu and Xu Run, Lun lunchuan zhao shang ji xian ban qing xing, pp. 2-5, cited 
throur, Zhang Hou-quan, zhao shang ju shi, pp. 101. 

29 Shen Bao, Guangxu Reign: 3/3/6 (April 19, 1877), 3/3/21 (May 4, 1877); and Bao gao shu, 
Second vol., pp. 24, cited through Zhang Hou-quan, zhao shang ju shi, pp. 101. 
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Coalmines. The latter, too, were the first of their kind in China's modem 

history. They were built with close association with CMC. 

Understandably, these new enterprises would coordinate among themselves 

to enhance their common chances of survival. Their business relations were 

more than complementary. They were indispensable for each other. 

At the early stage of the company's business operation, insurance 

posed a big problem. In those days both sea and river routes were 

treacherous, due to poor technology for predicting the weather and to poor 

conditions of some ports and the Yangtze river. From 1875 to 1883, at least 

nine steamers sank.299 As China had lost its sovereign rights over its waters, 

foreign warships had unlimited access to the Chinese rivers and sea ports. 

If they ran into a Chinese ship, it was usually bad luck for the latter, for 

there was no jurisdiction that adequately protected the rights of the Chinese 

ships. The foreign insurance companies were reluctant to provide services 

to the new Chinese fleet. 

299 The figure is derived from Zhang's estimate; see Zhang Hou-quan, zhao shang ju shi, pp. 98. 
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Thus problem emerged at the moment when CMC was founded. The 

first steamer the company bought from the British was "Aden". However, 

all the foreign insurance companies in China refused to insure the ship just 

because it flew the Chinese flag. Indeed, at that time, the compradores all 

purchased their ships through foreign firms and under the name of foreign 

agent. Finally, Jardine and another firm (with the Chinese name "Bao-an") 

jointly offered a policy which only covered up to Tis. 15,000 for damage, 

and was to be renewed every fifteen days. The price was of course "out of 

bounds". The company later was able to get a policy for "Aden" from an 

overseas foreign insurance company, which cut CMC's insurance spending 

for the ship by half. However, the cost was still higher than that for the 

foreign fleet on China's waters.300 

Later CMC had to insure its other ships at Bao-jia-hang. The policy 

covered at maximum Tis. 60,000 per ship, but the fee was as much as one 

tenth of the price for the ship. That is, the company had to pay an annual 

insurance fee of Tis. 10,000 for a ship purchased with Tis. 100,000.301 

300 Bao gao shu, Second vol., pp. 19, cited through Zhang Hou-quan, zhao shangju shi, pp. 78. 
301 Jiaotong shi hang zheng bian, Vol. 1, pp. 217. 
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Thus the founders of CMC were forced to start a Chinese insurance 

company to go along with CMC. During the company's restructuring in 

1873, Tang had planned for establishing such an insurance company in 

three years.302 But one fatal accident moved up Tang's schedule. In April 

1853, CMC's 532-ton steamer, "Fuxing", was run into and sunk by a 

steamer operated by the Jardine, Matheson and Co. Sixty three people were 

drowned and one thousand hectoliter of tribute rice was lost. Under 

contemporary legal system the foreign business enjoyed exterritoriality 

rights, and therefore the Shanghai District Court contacted the British 

consulate for the matter. The final verdict was that the responsibility lay 

with the British ship and TIs. 11,000 should be paid for compensation. But 

nothing came out of it for the man responsible fled the country. Instead, 

CMC paid TIs. 24,000 of compensation fees all by itself. 

To the top management, the state of company's underinsured fleets 

and properties was a major obstacle for the company's long-term growth. 

Following the "Fuxing incident", the managers quickened their steps for 

302 "lun cllUan zhao shang ju zhangcheng" , Lun chuan zhao shang ju dang an (Archives of China 
Merchants' Steam Navigation Company), Second Historical Archives Center, Shanghai, China, cited 
through Zhang Hou-quan, Zhao shang ju shi, pp. 78. 
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establishing the planned insurance company. On November 4, 1875, a 

public announcement was carried on the Shen Bao newspaper, which bears 

the title "baoxian zhao shangju gong qi" (public announcement for inviting 

merchants to invest in the insurance company). This important document 

also contained a detailed blueprint and by-laws for the new insurance 

venture. It specified, among other things, all the detailed features of the 

policies, and the ways that it is organized. The document was co-signed by 

Tang Ting-shu, Xu Run and the twelve managers of CMC branch offices. 

The organizational principle of the new insurance company was similar to 

that of CMC. Tang and Xu would be charged with its founding procedures. 

There will be, like CMC, head office in Shanghai and local branches in 

other treaty ports. Tang planned to issue 1,500 shares at TIs. 100 per share, 

and thus collect TIs. 150,000 to get the insurance company off the ground. 

But the project was more popular than anyone had expected. Within two 

303 months, roughly TIs. 200,000 was collected. In July 1876, the Renhe 

Insurance Company, the first of its kind in modem Chinese history, was 

303 Shen Bao, Guangxu Reign: 1111123 (December 20, 1875). 
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formally founded with registered capital as TIs. 250,000. During the first 

year of operation, the Renhe was claimed to be a big success, and its profit 

rates were estimated between 30 and 40 percent.304 The next year the 

company issued another TIs. 250,000 of shares, and expanded its operation. 

In 1878, Xu reorganized the company and renamed it as "Ji-ji-he sui huo 

baoxian gongsi" (also known as Jen-chi-ho Fire and Water Insurance 

Company), and doubled the company's capital to TIs. 1,000,000. Ever 

since then, the new insurance company was able to insure the entire fleet of 

CMC, and its business also expanded rapidly outside CMC system.305 

The Ren-ji-he as a subsidiary company of CMC played a vital role for 

the survival ofCMC. From 1878 to 1883, CMC lost eight steamers, which 

were covered partly or completely by the new insurance company.306 As 

one can see, CMC would not have survived such losses had there not been 

this new institution. Moreover, the insurance company had deposited all its 

304 Xu Run, Xu yu zhai zi xu nian pu, pp. 37. 
305 Shen Bao, Guangxu Reign: 4/2/29 (March 22, 1878); Xu Run, Xu yu zhai zi xu nian pu, pp. 19; 

and Yangwuyundong, Vol. 1, pp. 476-477. 
306 Zhang Hou-quan, Zhao shang ju shi, pp. 98. 
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capital with CMC, which considerably alleviated the financial pressure on 

CMC.307 

Another subsidiary enterprise created by CMC was "Tongmao Tie 

Chang" (Tongmao Iron Plant), which, despite its name, was once the major 

shipyard facility for maintaining and repairing CMC steamers. In 1874, 

Tang asked Shanghai gentry and compradore communities to invest in the 

project.308 For the first two years, the shipyard did minor repair jobs for 

CMC while major repair was done by foreign firms. What was interesting 

was that no foreigners were employed in the plant for the first two years, 

and only one foreign engineer worked there in the third year. In 1879, 

though the enterprise accumulated TIs. 131,000 of capital, but poor 

management caused the plant to shut down. At the time of enormous 

financial strain, CMC leaders finally decided to sell or rent its equipment to 

other investors. Tongmao thereupon ended its five-year existence.309 

The role of CMC in initiating modem coal mining has been widely 

recognized, however, the role of the coalmines in CMC's battle for survival 

307 Xu Run, Xu yu zhai zi xu nian pu, pp. 37-78. 
308 Hui Bao, August 14, 1874, pp. 2. 
309 Bao gao shu, Second vol., pp. 27, cited through Zhang Hou-quan, zhao shang ju shi, pp. 81. 
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has attracted little attention. Coal was the fuel burned by all steamers. Zhu 

Qi-ang, the first manager ofCMC, had warned against reliance on the 

foreign supply of coal, and had suggested building China's own mining 

industry. 31 0 

During the first years, CMC bought its coal from Japan. The item 

constituted the largest item of the operating cost. In 1875, Sheng Xuan-huai 

went to Hubei to direct the mining project there, and in 1876 Tang Ting-shu 

went on a special inspection trip to Kaiping. Later in 1878 Li Hong-zhang 

decided to go forward with the project of establishing a modem mining 

industry in Kaiping, with the same guandu shangban formula. Tang was at 

the head of the project. The mines began to supply coal to CMC in 1881. 

And in 1882, CMC invested TIs. 210,000 in the stocks of the new mining 

enterprise. This act strengthened CMC in a long run. For the Kaiping coal 

was not only of better quality but also oflower price. In the major coal 

market in Tianjin, the Japanese coal was priced 7 to 8 taels (Tianjin taels) 

per ton while the Kaiping coal only 4.5 to 5 taels per ton. Though we do not 

310 Haifang dang: gou rnai chuanpao, Part IV, pp. 915. 



268 

have the exact number of the company's annual consumption of coal, this 

saving must have been huge. For early in 1874, the company spent on coal 

"annually hundreds of thousand of taels, which were all taken up by the 

Japanese".311 IfCMC's·steamers, as data shows, consumed an average daily 

amount of30 tons of coal per day,312 then its 26-steamer fleet would bum 

roughly 300,000 tons of coal annually. This will come to a annual saving 

by possibly half a million taels for the company. 

In short, CMC was born into the interstitial areas between the state 

and society, and between the foreign and domestic institutional systems. Its 

evolutionary path was shaped by the dynamic interactions between these 

different spheres of influence. In its founding and restructuring in the 

summer of 1873, CMC was able to use the formula of official supervision 

and merchant operation to articulate from distinct social sectors key 

resource factors required for industry building. The state provided 

necessary tribute rice contracts to secure an initial market share as well as 

311 Zhao shang ju shi fue. Lun chuan zhao shang ju dang an, Second Center of Historical Archives, 
Shanrfai, cited through Zhang Hou-quan, op. cit., pp. 82. 

3 The calculation is made according to Zhang's estimate; see Zhang Hou-quan, Zhao shang ju shi, 
pp. 67, Table 2-2-3. 
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some startup funds. The foreign-controlled new burgeoning steam 

navigation was integrated into the process through the participation of 

compradore merchants in the treaty ports. They gave CMC the crucial 

production and management knowledge as well as large sums of capital. 

The shachuan merchants played a pivotal role in integrating the traditional 

navigation sector into the industrial process, though with less success. 

However, their initial support for CMC was important in legitimating the 

new company, while giving the industrial-minded faction a chance to 

overcome vested interests against industry building. Thus without their 

participation, it would be hard for CMC to first get started. 

Beyond the reorganization in summer 1873, the efforts to reshape the 

company's internal structures and external environments were carried out 

by powerful individuals representing distinct social networks and 

institutional systems. CMC embodied the paradox of the state bureaucracy 

and merchant practices, and between the Chinese tradition and western 

institutions. Yet out of the contradictions and paradoxes, CMC grew and 

matured through a process marked by experimentation and transformation. 
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But CMC was not without failures. The inability to introduce into CMC an 

impersonal management limited its growth potential while creating 

nepotism, inefficiency and ultimately market failures. CMC still fell short 

of the standard of a modern industrial enterprise, but through the first 

decade of development it had gained valuable experience and more 

importantly the core forms of organizational structure compatible with the 

historical circumstances in late Qing China. It was therefore able to set a 

pattern for transforming other traditional sectors in China during the late 

nineteenth century. 



271 

CHAPTER FOUR THE COTTON MILLS 

The industrial transformation of China's cotton textile manufacturing 

occurred in 1890s, nearly two decades later than the navigation sector. But 

efforts to modernize China's cloth making were reportedly made as early as 

1870s. It took a quite different path from both the navigation and banking 

industries. But the fundamental principle of development remained the 

same: Industry building required an articulation of key resource factors 

across different social groups. This further required that the state playa role 

in integrating these resources. In the cotton textile sector, however, these 

efforts met with distinct challenges due to the unique resource structure 

required for industrial development and to a different legacy of institutions 

from China's traditional cloth making. 

Quite in contrast to the navigation and banking sectors, the traditional 

production of cotton textiles was decentralized in nature and highly 

integrated with communal life. Rather than relying on centralized 

administration, production depended heavily on networks facilitated by clan 

and family organizations, while distribution was largely operated by local 

merchants. The products were distributed widely in the population, and the 
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official consumption of cotton textiles was met primarily through open 

market rather than through administrative channels. Therefore the state was 

minimally involved in the cotton textile production during pre-modem 

period, unlike in navigation and banking sectors. This posed an additional 

challenge to the state when it sought to initiate industrial changes in the 

sector. But the local gentry and merchant class had greater leverage in 

effecting such changes outside the spheres of the state bureaucracy. 

Like CMC, the new cotton textile enterprise required large sums of 

startup capital for setting up a factory with expensive weaving and spinning 

equipment, and for purchasing raw materials for the production. Here state 

support was essential. But as the Qing dynasty became more and more 

financially strained, such support was hard to come by. Therefore the 

incentive structure for tapping the merchant capital was essential in. 

Industry builders also had to overcome the gap in production technology, 

and in so doing they required modem management skills for 

accommodating new production technologies, training employees and 

manage supplies and marketing. This would then be followed by the 

challenge of competing with the foreign firms already in the market. Was 
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the state able to construct a greenhouse for the new cotton textile industry 

with effective protective shield against foreign competition? How would 

this be achieved without special leverage like tribute rice in the navigation 

sector? 

Despite these difficulties, the Qing officialdom hoped to apply the 

same formula of "official supervision and merchant operation" to build 

China's first modem cotton mill. However, unlike navigation, China's first 

cotton textile industry took off at a time when the state was less able to 

protect its domestic market from foreign competition. The Qing dynasty 

continued to decline with diminished financial resources to support industry 

building. Therefore the state officials had to use less conspicuous means 

(methods that would not draw protest from foreign powers) to help with the 

birth and initial growth of the Chinese cotton mills. The state also 

developed more effective means to mobilize societal groups to join forces 

for the industry building. Subtlety and sophistication rather than blunt order 

were required to convince merchant groups. Sometimes indirect rather than 

direct state involvement proved to be more effective. Because of these 

enlarged linkages between the state initiatives and societal networks in 
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1890s, China's textile industry proved to be more successful in its long term 

growth than both the navigation and banking industry. 

The early experience of the cotton textile industry looked very much 

like navigation, but gradually it was able to integrate another social class 

into the process: the landed gentry. While CMC was geographically limited 

to sphere of the treaty ports, the cotton mills spread to a larger area. In their 

vertical integration, the cotton mills were inevitably involved with rural 

communities where raw cotton was produced. Thus the cotton textile 

industry offered a unique setting for observing how industrialization was 

related to the traditional rural economy, and how the industrial 

entrepreneurs interacted with the landed class and gentry. The gentry 

represented the mainstream of the Chinese society, and the transformation 

of this class would inevitably lead to more broad-based social mobilization. 

Therefore the experience of the cotton mills fell into two stages with the 

gentry participation as the dividing line. The first stage was characterized 

by the state-compradore partnership in building large scale cotton mills in 

the treaty ports, and the second stage comprised dissemination and 

consolidation of cotton mills through the participation of the gentry class. 
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The state-compradore partnership in the textile industry was less 

successful than in the navigation. Together they founded China's first and 

largest cotton mill, the Shanghai Machine Weaving Mill according to the 

same guandu shangban formula. Like CMC the Machine Weaving Mill 

went through a series of reorganizations and faced severe foreign 

competitions. However, there was less vigor in bridging the state-merchant 

gap than there was in CMC case. 

Though some state-run mills enjoyed early success, they invariably 

went bankrupt due to lack of funding, poor management and foreign 

competition. However, traditional cloth making in rural community was 

preserved from fate of the shachuan trade. This left the room for the local 

elites to adjust to the new circumstances and the time for them to absorb the 

new technology from the seaports. Ironically the failures of state projects 

served as vehicles by which new machines, technology and most of all 

trained workers were passed on to social groups. The key resource factors 

were transferred into the private sector and then to rural communities where 

they were regrouped through the participation of the gentry class. Thus the 

cotton textile industry was revived from bottom up by local gentry who 
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tried to reestablish the "connectedness" between the state and society. More 

importantly, through this renewed connectedness a new industrial class 

emerged from the cotton textile sector. Its members drew not only from 

entrepreneurial officials and merchants, but also from the transformation of 

the rural gentry. Because of this broad-based participation, China's textile 

industry proved to be more successful in its long term growth than the 

navigation and banking industries, though it did meet serious initial 

setbacks. 

mSTORICAL BACKGROUND 

Traditional technology. Long before the industrial revolution 

dawned on Europe, China had developed a unique system of spinning and 

weaving. The first introduction of cotton was recorded as early as two 

thousand years ago. But silk and ramie were preferred to cotton cloth at 

earlier periods. At that time, it was technically much easier to process the 

continuous filaments of silk and semi-continuous filaments of ramie than 

short-fibre cotton.3
}3 Then in the thirteenth century, new instruments were 

invented for ginning and carding cotton yarn, which brought higher 

313 Chao, Kang, "The history of cotton planting in China," in Youth Monthly, No. 275 (November), 
1975, pp. 31-41; also Ju Qing-yuan, tang dai guan zi gongye, Shanghai, 1934, pp. 125-136. 
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productivity, and made cotton textile cheaper and easier to produce than 

silk.314 Soon the production of cotton textiles became second largest item in 

China's economic life, only second to farming. Traveling in China, Marco 

Polo was much impressed by the weaving skill and the quality of the cloth. 

It has been very puzzling that, though China had developed much 

advanced technology, it never stimulated the kind of industrializing change 

seen in Britain. As a matter of fact, at the tum of the fourteenth century, 

China was significantly more advanced in spinning and weaving technology 

than Britain in 1740. For instance, big spinning wheels were already widely 

used in China in 1313 while the British in 1740 still did not know how to 

spin by multiple spindles. Even the noted "spinning jenny" invented by 

James Hargreaves in 1765 was inferior to the 1313 version of the Chinese 

big spinning wheel in terms of mechanical structure. The Chinese also used 

water to drive the big spinning wheel, which was unknown in Britain until 

the late eighteenth century. The same advantage was also held by the 

Chinese in the loom and ginning technology.315 These evidence made Chao 

314 Wang Zhen, Nongshu (agriculture books), Vol. 25, cited through Van Zhong-ping, Zhongguo mian 
fan~ zhi shi gao, 1963, pp. 3. 

3 S The big spinning wheel (dafangche) is described and pictured in Wang Zhen's nong shu, Vol. 20, 
Figure 14; the book dated 1313 was reprinted in modem times. For more technical details of China's early 
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Kang conclude that what held back the cotton textile production in 

traditional China were institutional "bottlenecks".316 

Traditional institutions. Family was the most important as well as 

enduring production unit in traditional China. Over four and half centuries, 

this system of domestic production remained surprisingly stable until the 

end of the nineteenth century when modem cotton textile industry came to 

dominate China. Unlike the shachuan trade, the traditional cloth making 

had little to do with government institutions, and stayed beyond the reach of 

the state apparatus. It is worth perhaps quoting an eyewitness account of 

this system by Mitchell, a British representative at Canton in the 1850s. 

After ten years of experience in China, he filed this report to Sir George 

Bonham: 

When the Harvest is gathered, all hands in the farmhouse, young and 

old together, tum to carding, spinning, and weaving this cotton; and 

out of this home-spun stuff a heavy and durable material, adapted to 

the rough handling it has to go through for two or three years, they 

spinning wheels, loom and ginning, see Chao Kang, The Development of Cotton Textile Production in 
China, Harvard, 1977, pp. 56-80. 

316 Ibid, pp. 80. 
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clothe themselves, and the surplus they carry to the nearest town, 

where the shop-keeper buys it for the use of the population of the 

towns, and the boat people on the rivers . 

.. .It is, perhaps, characteristic of China alone, of all countries in the 

world, that the loom is to be found in every well-conditioned 

homestead. The people of all other at that point stop short, sending 

the yarn to the professional weaver to be made into cloth. It was 

reserved for the thrifty Chinaman to carry the thing out to perfection. 

He not only cards and spins his cotton, but he weaves it himself, with 

the help of his wives and daughter, ... 

The Fujian farmer is thus not merely a farmer, but ~n agriculturist and 

a manufacturer in one... He keeps his domestics spinning and weaving 

while his crops are growing, and after they are harvested, during rainy 

weather, when out-of-door labor cannot be pursued. In short, at every 

available interval throughout the year round, does this model of domestic 

industry pursue his calling, and engage himself upon something useful. 317 

317 Correspondence Relative to the Earl o/Elgin's Special Missions to China and Japan, 1857-1859, 
London, 1859, pp. 244-249, cited through Chao Gang, The Development o/Cotton Textile Production in 
China, pp. 28. 
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Mitchell also noticed in his report that families in Europe had 

specialized in just one of the stages of textile production whereas the 

Chinese in the whole process of production. Another western traveler, 

Robert Fortune made a similar description in 1844 of the family production 

in Shanghai area.318 It seems that one fundamental difference is that the 

Chinese produced primarily for their own household consumption.319 Of 

course, the major producers of cotton textiles were women, who were born 

and brought up in such production environment. 320 In the history of China's 

cotton textile production before 1880, there was no convincing record of the 

existence of modem-styled handicraft factories for spinning and weaving.321 

This domestic system of cotton textile production was based upon 

strong family ties. As we have noted in the previous chapter, family 

members had a strong obligation to take care one another. The deep-rooted 

loyalty and desire to protect the family interest made the family as the basic 

unit in China's social and economic life. The position of domestic cotton 

318 Robert Fortune, Three Years Wondering in China, Shanghai, 1935, pp. 251-252. 
319 Ibid, pp. 33. 
320 Van Zhong-ping, zhongguo mianfangzhi shi gao, 1963, pp. 14. 
321 Though there were scattered reports on handicraft cotton mills, they are largely discredited as 

conclusive. See Chao, Kang, The Development of Cotton Textile Production in China, Harvard, 1977, pp. 
29-32. 



281 

textile production fitted well with this enduring family tradition. It was 

considered an ideal form of subsidiary production, which brought extra 

income while keeping the members within the family. In the Ming and 

Qing dynasties, the textile merchants accumulated large amounts of capital, 

especially in the Jiangnan areas. Judging from their extensive financial 

resources, it was quite conceivable that they could choose to establish 

spinning and weaving mills. The fact they did not was probably due to the 

well entrenched family institution. Only in dyeing and calendaring, some 

non-family mills existed alongside other households specializing, for 

instance, in dyeing one color.322 These non-family enterprises (those that 

employed workers from outside the family) were mostly part of some 

family structures, i.e., different from the modem factories. The store 

owners provided working space, instruments and equipment, food and 

shelter for their laborers. But the latter acted much more independently than 

the modem employees. They took orders directly from the patrons for the 

322 Chao Kang, ibid, pp. 34; for more detailed analysis ofthe traditional cotton textile organization, see 
Zhao Gang and Chen Zhong-yi, zhongguo mian ye shi, Taipei, 1977, pp. 50-79. 
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processing services at piece rates. They then subtracted part of their 

earnings to pay the owner for the expenses of accommodation. 323 

The contradiction between family institution and large-scale 

production constituted a dilemma for the Chinese government. One device 

that the government designed to compensate for such institutional constraint 

was the establishment of public cotton textile enterprises. These state-

operated factories produced for both uniforms of a huge army and the 

consumption by the imperial court. The workers of these factories were 

obtained first through an elaborate labor conscription and tax system, and 

then through a system of hiring labors on a wage basis.324 

The registered craftsman households (shanghu) reached a total of 

about 300,000 in the Ming dynasty, and remained stable ever since.325 As 

the market supply of cotton textiles from these households became stable 

and abundant, the Qing government had no pressing need to establish large 

cotton textile mills. The strength of domestic handicraft production system 

posed strong resistance against modernization in the late nineteenth century. 

323 Chao Kang, The Development o/Cotton Textile Production in China, pp. 55. 
324 Xu Di-xin (ed), Zhongguo ziben zhuyi de meng ya (China's capitalist sprouts), Beijing, 1985. 
325 Chen Qi-shi, Ming dai guan shou gongye de yanjiu (A Study of the government-owned handicraft 

industries in the Ming dynasty), Wuhan, 1958, pp. 86. 
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This was also noted by Karl Marx, who, after reading the Mitchell Report, 

became interested in China's trade. Marx observed in 1859 that "the main 

obstacle to any sudden expansion of the import trade to China is the 

economical structure of Chinese society, depending upon the combination 

of minute agriculture with domestic industry". 326 He also wrote the 

following in Volume 3 of Capital, 

The obstacles presented by the internal solidity and organization of 

pre-capitalistic, national modes of production to the corrosive 

influence of commerce are strikingly illustrated in the intercourse of 

the English with India and China. The broad basis of the modes of 

production here is formed by the unity of small-scale agriculture and 

home industry, to which in India we should add the form of village 

communities built upon the common ownership of land, which, 

incidentally, was the original form in China as well. In India the 

English lost no time in exercising their direct political and economic 

power, as rulers and landlords, to disrupt these small economic 

communities... And even so this work of dissolution proceeds very 

326 Marx, Karl, "Trade with China" in Shlomo Avineri (ed) Karl Marx on Colonialism and 
Modernization, New York, 1967, pp. 398. 
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gradually. And still more slowly in China, where it is not reinforced 

by direct political power. The substantial economy and saving in 

time afforded by the association of agriculture with manufacture put 

up a stubborn resistance to the products of the big industries.327 

Another institution which proved to be important for the late Qing 

development of the modem cotton textiles was the putting-out system with 

its distribution networks. This system was centered upon the task of 

marketing the handicraft products. The small farmers or tenant peasant 

households had fewer resources to accomplish the task of marketing their 

small quantity of cotton textile. Such work was carried out by two types of 

merchants: the itinerant merchants and local merchants. The local 

merchants were responsible for collecting finished goods from individual 

households, and sometimes traded raw material for finished products. In 

this way, the households had a market outlet for their products in nearby 

towns. Then the products were taken up by the second group, the itinerant 

merchants, who were formed through different networks according to the 

regions they came from. Together they constructed a national market. In 

327 Karl Marx, Capital, Vol. III, New York, 1967, pp. 333. 
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various regions in China, the dialects, customs and preferences may differ 

accordingly. The itinerant merchants therefore formed into regional groups 

(bang) to concentrate on their hometown areas. As is well known, 

Songjiang used to be the largest market and production base of the cotton 

textile in since the Ming period. The merchants tend to gather around this 

center and extending their distribution networks throughout ofChina.328 

While the family institution obstructed the emergence of mass 

manufacturing of cotton textiles, the merchant networks of distribution 

helped the western cotton products penetrate China's market. As a matter 

of fact, Shanghai became a new center for these merchants who now may 

had the choice of switching to distributing foreign-made cloth. 

The intrusion offoreign-made cloth. Before the foreign-made cloth 

flooded China's domestic market, there had been a long history of export of 

Chinese domestic cotton textile. In Table 7, we can see the gradual decline 

of this export trend up to 1890, when China established its first cotton cloth 

mill in Shanghai. 

328 Chao kang, pp. 47-55. 



Table 7. Exports of Chinese Hand-Woven Cloth, 1876-90 

Year 
1786-1790 
1791-1795 
1796-1800 
1801-1805 
1806-1810 
1811-1815 
1816-1820 
1821-1825 
1826-1830 
1831-1833 
1834-1866 
1867-1870 
1871-1875 
1876-1880 
1881-1885 
1886-1890 

Piculs 
12,250 
16,861 
26,055 
38,750 
24,333 
9,305 

35,000 
38,583 
29,694 
5,888 
NA 
1,259 
785 

1,866 
2,583 
5,617 

Taels* 
289,000 
389,000 
615,000 
914,000 
574,000 

731,000 
902,000 
677,000 

48,000 
36,000 
96,000 
105,000 
206,000 

286 

Sources: Chao Kang, The Development of Cotton Textile Production in 
China, Harvard, 1977, pp. 82. 
*In haiguan taels. 

As Table 7 shows, Chinese home-made cloth was popular in the 

international market until the 1830s. This was the watershed decade when 

the Lancashire mills in Britain became firmly established. The export of the 

Chinese cotton textile turned into a trickle in the 183 Os. Though we have 

no data on the years between 1834 and 1866, the ensuing years showed a 

bleak picture. On the other hand, the import of foreign cotton textile 
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increased around the 1830s, creating deficit ever since for China's trade in 

cotton textile. We do not have the complete data on imports, but Table 8 of 

British imports shows the general trend. 

Table 8. Imports of Cotton Textiles from Britain, 1829-42 

Year 
1829 
1830 
1831 
1832 
1833 
1834 
1835 
1836 
1837 
1838 
1839 
1840 
1841 
1842 

Cloth (yards) 
910,000 
600,000 

1,732,000 
2,262,776 
4,492,563 
5,699,106 

10,356,047 
13,049,250 
10,567,120 
23,063,784 
20,567,207 
21,355,763 
22,541,855 
19,358,120 

Yarn (lb) 
500,000 
380,000 
955,000 
383,600 
400,000 
901,120 

2,344,482 
3,155,769 
1,845,977 
3,733,580 
1,588,500 
3,419,560 
2,914,250 
4,485,856 

Sources: Yan Zhong-ping, Zhongguo mian fang zhi shi gao, pp. 44. 

From 1843 to 1867, there was no data from the Chinese Maritime 

Customs, but judging from numerous descriptive accounts, we can be quite 

sure that western cotton textiles continued to make inroads in China's 

domestic market. The two opium wars both ended in the defeat of the Qing 

government. As is well known, concessions were obtained through the 
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consequent treaties whereby the western powers were able to have a greater 

access to the China's market. For instance, after the First Opium War 

(1840-42), a new tariff treaty was signed. The pre-war tariff averaged 19 

percent for the foreign cotton textiles, whereas the post-war tariff was only 

6 percent. 329 The Second Opium War brought the tariff to below 5 percent. 

Moreover, foreign goods obtained full access to the inner land of China. 

According to the Tianjin treaty, foreign goods will pay a 2.5 percent 

customs duty (zi kou shui) at treaty ports, and be exempted from any 

addition tax thereafter, and were free to go to any parts ofChina.33o As the 

western-made cloth was flooding the China's market, the Chinese hand-

woven cloth was still required to pay heavy transit tax (likin) at numerous 

check points throughout China. 

Moreover, the price of foreign-made cotton textile may have dropped 

significantly over the years. The hard data on price change is hard to come 

by. However, as Hong Kong was one of the trade centers in late Qing China 

where large quantities of cotton textiles were sent to China, we may use the 

329 Van Zhong-ping, pp. 46. 
330 Van Zhong-ping, Ibid, pp. 53-54. For a fun account of China's tax system, see Zhou So-di, 

zhongguo caizheng shi, Shanghai, 1981, pp. 471-490. 
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price index in Hong Kong to infer the price change in China. Table 9 shows 

the price index of in Hong Kong from 1872 to 1890. 

Table 9. Price Index of Cotton Textile Imports in Hongkong, 1872-90* 

Year 

1872 
1873 
1874 
1875 
1876 
1877 
1878 
1879 
1880 
1881 
1882 
1883 
1884 
1885 
1886 
1887 
1888 
1889 
1890 

Imported Yam 

100.0 
95.7 
91.5 
83.2 
77.2 
75.5 
72.7 
74.0 
79.6 
74.9 
74.3 
70.4 
70.8 
67.7 
66.9 
73.7 
83.8 
79.1 
75.6 

Imported Cloth 

100.0 
86.4 
78.8 
82.1 
75.5 
68.5 
66.8 
65.8 
68.5 
65.8 
64.7 
66.3 
72.3 
66.8 
67.4 
77.2 
77.7 
77.2 
76.6 

Sources: Yan Zhong-ping, Zhongguo mianfang zhi shi gao, 1963, pp. 58. 
* 1872 is the base year. 

As one can see, from 1872 to 1890 when China started to build its 

own modem textile industry, the price in Hongkong dropped nearly one 
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fourth for foreign-made yarn and cloth. This may be an indication of the 

growing competitiveness of the foreign-made textiles in China's market in 

general. We are not sure that this reflected the price-cutting strategies with 

which the foreign firms tried to squeeze China's infant cotton cloth industry 

out of the market as was in the navigation sector. But the price drop indeed 

helped spur the sale of foreign-made textiles, as shown in Table 10. 

Table 10. Imports of Total Cotton Textile in China, 1868-90 

Year 
1868-1870 
1871-1875 
1876-1880 
1881-1885 
1886-1890 

Taels* 
23,207 
23,428 
20,237 
24,887 
38,351 

Sources: Chao Kang, The Development of Cotton Textile Production in 
China, Harvard, 1977, pp. 89. 
*In haiguan taels. 

As Table 10 indicates, the import of cotton textiles began to gain 

momentum in the 1880s, and reached TIs. 38,350 in 1886-1890. This 

shows a 65 percent increase over two decade period. However, this does 

not include the part of smuggled cotton textiles, which did not appear in the 

customhouse statistics. Similar to CMC's case, China's first cotton textile 



mill (1890) was founded amid severe competition and challenge from 

foreign products. 

SHANGHAI MACIDNE WEAVING MILL (THE COTTON MILL) 
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China's first modem cotton mill was built in Shanghai as a 

collaboration of the Qing government and compradore merchants. Unlike 

in the navigation sector, the government had not been directly involved in 

the traditional cloth making sector. There were therefore no institutional 

leverage like tribute rice and salt administrations with which the Qing 

officials could mobilize the cloth making sector to engage in industry 

building. In fact the traditional cloth making was decentralized and 

integrated with community life, where was traditiona~ly outside the spheres 

of the state bureaucracy. This gave the Qing officials the advantage of not 

having to deal with a strong opposition of vested interests like the shachuan 

community in CMC case. But likewise they could not expect strong 

communal support for the cotton mill project. 

The only social group that Qing officials tried to include in the 

process was the compradore merchants in the treaty ports. They were a 

convenient ally for two reasons. First, they had the financial resources 
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which the Qing officials certainly wanted to tap into. This was especially 

attractive to the officials since the Qing dynasty had lost much of its 

financial capacity to aid industry building projects. Second, they had access 

to production technology and were equipped with the management skills for 

running modem mills. With the success story in CMC fresh in their 

memory, the Qing officials might have thought that these would constitute 

sufficient conditions for launching China's modem cotton textile industry. 

But cotton mills had some distinct features that a steam navigation company 

did not have. Their input supply and product market were more directly 

connected to China's indigenous economy, and therefore required a 

strategic articulation with rural communities, especially those producing 

cotton. However the compradore merchants lacked any strategic 

connectedness with rural communities. The modem textile industry they 

helped established in the treaty ports could not assist the vast rural areas in 

developing their own modem mills, even though the rural communities did 

have such potential. It was unfortunate that the Qing officials did not look 

beyond the treaty ports for possible partners in rural communities. The first 

industry building effort in cotton textiles was therefore limited to the treaty 



ports, and the compradore merchants were the only social group that 

participated in the process. 
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The building of the Cotton Mill went through a rough founding and 

then three reorganizations before reaching its full production capacity. 

Following the same guandu shangban formula, the Qing officials and a 

number of compradore merchants joined forces in the project. Not 

surprisingly we see the same kind of contradictions and problems 

throughout the founding and initial period of the Mill, which we have 

discuss in CMC case. But this time, the government had fewer financial 

resources to support the new company, and there was no such thing like 

tribute rice transport which the government could offer to lighten 

competitive pressures from foreign firms. The government did exclude 

other entries into the industry and gave the new company ten years of 

monopoly. However after the Qing was defeated in the Sino-Japanese War 

in 1885, foreign cotton mills were built in the treaty ports in large numbers, 

making the government's decree worthless. 

The building of the new company was a treacherous process. In spite 

of bad luck and costly human errors, the Shanghai Mill did get off the 
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ground after overcoming tremendous difficulties. But the cooperation 

between the officials and merchants was not as smooth as in CMC. Lack of 

funding and intensive competition (which the government could not help) 

combined to bring down the company in the end. Of course, there was no 

compelling evidence for us to conclude that its failure was inevitable. 

Without the fire which destroyed the entire factory and an incompetent 

management, the company might have survived. But all these crises could 

have been overcome if the project had been able to involve social groups 

outside the treaty ports. Then the new company would have been able to 

fall back on these groups for the resources required to survive crisis 

situations. But these difficulties were not foreseen by China's first 

generation of industrializers. 

Thefounding process. As has been noted earlier, no cotton yam or 

cloth was produced by modem machine methods in China prior to 1890. 

But the first efforts to establish a Chinese owned cotton cloth mill go back 

to the late 1870s. The initiatives came from high-level officials just as they 

did in the case of CMC. Again, Li Hong-zhang functioned as the moving 

spirit in the whole effort. In a personal letter to his colleague [Shen Y ou-
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dan] written in the early spring 1876, Li expressed his determination to 

modernize China's cotton textile industry: 

The British cloth pours into China, selling for thirty million taels per 

year, and this caused biggest drain on our wealth. This fact is well 

known, and we cannot do anything to stop it. Therefore, we need to 

purchase the machines and imitate foreign production of cloth so as 

to recover the economic resources. Last year many officials made 

similar suggestions, but it was difficult to find persons to sponsor the 

• 331 proJect. 

In the same letter, Li Hongzhang told his friend that he had sent Wei Wen-

yun, a minor inspecting official (guancha), to Shanghai to consult with 

Chinese merchants on this matter. Obviously he had high expectations of 

Wei, regarding him to be "good at financial matters, and familiar with 

commercial affairs". Li Hongzhang even mentioned that he preferred to 

follow the model ofWuxue coalmines: he would obtain TIs. 100,000 of 

government funds from Zhili and Liangjiang to deposit in the new 

enterprise with interest to facilitate the purchase of foreign machines; then 

331 Li Hong-zhang, Li wen zhong gong quanji: peng liao han gao, Vol. 16, pp. 3. 
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merchant shares should be sought after.332 Clearly, this was the same 

guandu shangban formula that had worked for CMC. According to the 

report made by the British consul in Shanghai, in 1877, a group of wealthy 

merchants actually put their money together with the intention to open a 

modem cotton textile mill in Shanghai. 333 However, strong opposition to the 

project rose up from mercantile groups in. doth business. Under these 

tremendous pressures, they backed off and withdrew their money. The 

consul noted that if there had been a high-ranking official involved in the 

project or had the project obtained a official status, it would have survived 

h 
.. 334 

suc opposItIon. 

We are not certain whether Wei was involved in this same group of 

merchants. But soon after the attempt failed, Peng Ru-zong approached Li 

for the same project. Peng was expectant taotai from Sichuan province. 

Judging from his official title yanyunshi (salt agent) which was typically 

purchased, we may infer that he might have been a salt merchant with a 

332 Ibic. 
333 The Report on Commercial Affairs Submitted by the British Consul in Shanghai to Its Government, 

October 1,1878, pp. 17-18. 
334 Ibid. 
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purchased official title.335 He first filed a petition in October 1878 to Li 

Hong-zhang, governor-general of Zhili, and Shen Bao-zhen, Liangjiang 

governor-general, asking these two officials to support him for "a spinning 

and weaving factory" in Shanghai. According to Peng's plan, TIs. 500,000 

would be raised in shares in the same manner as the capital of CMC. But 

"without Imperial permission for the starting of such a factory, and the 

official nomination of directors, there would be no sufficient guarantee of 

care or authority for the assumption of responsibility". It was necessary 

therefore that a memorial "be laid before the Throne, reporting the 

establishment of the factory, to give it an official status." Purchasers of 

. shares were to be guaranteed an annual return of.9.6 percent on their 

investment and a share of the surplus after all payments including this 

guaranteed dividend had been made. The company would use domestic 

cotton, and pay taxes equal to the import duty on foreign cottons. Cloth 

sent into the interior, however, was to be exempt from likin charge.336 At 

first, Li Hongzhang ignored the matter as he was unsure ofPeng's character. 

But when Li traveled to Baoding where he received strong recommendation 

335 Zheng Guan-ying, shengshi weiyan hou bian, excerpts in Yangwuyundong, Vol. 7, pp. 479. 
336 "Peng to Li and enclosures, October 5, 1878", North-China Herald, February 21, 1879, pp. 168-170. 
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from some merchants he met, Li decided to give his support to Pengo Li 

also started a personal correspondence with Pengo Peng's petition did not 

actually employ the term guandu shangban, but it appears from the above 

that the organization of the projected textile mill was to be akin to such an 

enterprise. Li's reply to Peng's petition expressed whole-hearted support 

for the project. Even more than Peng, he was of the opinion that official 

support and supervision were essential in order to guard against malpractice 

and to protect the company from the anticipated interference of other sectors 

of the bureaucracy.337 He noted that the guandu shangban formula had been 

abused by some local officials: 

Of late... the practice of making false estimates with intent to deceive 

has been prevalent, assertions are made that the share capital amounts 

to so and so and operations are begun. As soon as money ceases to 

come to hand, the thing halts just when it is started, and much loss 

thereby caused.338 

But in spite of such corrupt behavior, Li Hongzhang understood that 

without some form of official support, such ventures never got off the 

337 Li to Peng and enclosures, North-China Hera/d, February 21, 1878, pp. 168-171. 
338 Li to Peng, North-China Hera/d, ibid. 
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ground. Thus he told Peng that "in starting all joint-stock companies, 

merchants and officials should be united". He added, however, an 

appropriate warning that "the company should not be imbued with the 

forms of officialdom". Peng was to submit for Li' s approval the names of 

the managers whom he had selected to operate the mill. And he was to 

inform Li from what provinces the shareholders came so that it could be 

ascertained whether they had adequate funds. 

After receiving Li Hongzhang's reply, Peng went to Tianjin where he 

submitted his proposals in person. Before returning to Shanghai he 

presented a further petition to Li which was his formal answer to the 

governor-general's prescriptions regarding official supervision and the 

raising of capital. Peng agreed in effect to the establishment of the 

company on a guandu shangban basis: 

I have now the honor to request Your Excellency to appoint an 

official to be a joint manager (with myself) and three assistant 

managers. Their names and birth places I submit in a separate annex 

h· .. 339 to t IS petItIon. 

339 Peng to Li, ibid. 
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Under Peng's request, Li Hongzhang wrote a formal letter (weizha) to 

indicate that he had given his consent to Peng's plan, and that Zheng Guan

ying was to be in charge of the matters of the new company, and Zhuo Pei

fang, Tang Ru-ling and Chang Kang were to be assistants. This letter was 

an equivalent to Li's formal order. Upon showing it Peng was able to direct 

local officials for assistance. Peng's declaration that the new company 

would check the huge and growing flood of imports might have impressed 

Li, but this appointment proved to be fatal mistake. 

The official whom Li Hongzhang dispatched to share the 

management with Peng was the expectant taotai Zheng Guan-ying, the well

known compradore and writer, whom we have come across in the case of 

CMC. Li's instructions to Peng were as follows: 

Zheng Guan-ying and the other three gentlemen, who you assert to be 

qualified for the duties of assistant managers, will in the course of 

time receive appointments. As he is a man in whom both foreign and 

Chinese merchants have long reposed confidence, you will do well to 

consult with him in everything; future representations to me with 

regard to the company's business should be made in your joint 
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names.... When your machinery is bought and your buildings erected, 

then I and Shen Bao-zhen will protect you from interference from any 

quarter.340 

Zheng Guan-ying was born in the same district, Xiangshan county as 

Tong Tingshu and Xu Run. His origins are obscure. In his youth he had 

been a student of the Confucian classics and hoped for a bureaucratic career 

through civil examinations, but after 1860 he gave this up to become a 

merchant. For some thirty years he was a compradore with Dent and 

Company and Butterfield and Swire, leading English firms in Shanghai. 

Zheng Guanying, the scholarly compradore was the author of an outspoken 

work, shengshi weiyan (Warnings to a seemingly prosperous age), which 

had considerable currency among westernizers at the tum of the century. It 

first appeared in the 1860s and went through many editions. In it Zheng 

surveyed China's ills in a comprehensive manner and argued that to correct 

these ills China must learn from the western cultures and institutions. He 

proposed that the China should follow the western examples to build its 

own industries. Although his work was organized under traditional 

340 Li to Peng, ibid, pp. 171. 
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headings, its scope included everything from education for women to 

international commercial competition. Like his associates Tang and Xu, 

Zheng acquired official rank by purchase. In 1869 he became a second

class secretary (yuanwailang), in 1870 he rose to department director 

(langzhong), and in 1878 he purchased the rank of expectant taotai. Zheng 

first came to the attention ofLi Hong-zhang in 1878-1879 as a result of his 

activity in raising funds for flood and famine relief in Shanxi. Li arranged 

an audience for Zheng with the empress dowager.341 

Within official circles wealth and power for the nation were usually 

the rationale for developing China's own industries. These officials 

therefore considered the output growth as more important than institutional 

and organizational factors in industrial production. Likewise Li 

Hongzhang's industrial strategy narrowly focused on how to reduce China's 

dependence on foreign sources for manufactured goods and on using the 

textile mill to boost his regional bureaucratic machine in Zhili and North 

China. In Li's mind, industrial projects like CMC and Cotton Mill would 

make China both militarily and economically strong in order to overcome 

341 A. Feuerwerker, China's Early Industrialization, pp. 116-117. 
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foreign domination. But he was less clear that industrial transformation 

went far beyond the making of things, and that it was a social 

transformation, too. 

Therefore he quickly made up his mind when told by the official 

whom he had sent to investigate the project that profits as high as 20 or 30 

percent were possible.342 The prospect looked good. But early in 1879, 

barely six months after Peng had first approached Li, there were already 

rumors of a split among the promoters of the new company. The 

"Cantonese merchants and gentry interested in the concern" were reported 

"to have seceded, and to have bought the estate known as Dow's wharf, on 

the banks of the Huangpu, for TIs. 32,000, with a view to starting a cotton 

manufacturing mill on their own account.,,343 The cause of the discord was 

not known to the public. 

But the truth was that Peng had been a very wrong choice to start 

such a business. He was in fact a braggart and glamorizer rather than a real 

businessman. Peng's financial proposals for the new enterprise in fact 

diverged sharply from the practices of CMC which he had stated he would 

342 Li to Peng, ibid, pp. 170. 
343 North-China Herald, April 4, 1879, pp. 319. 
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follow. The TIs. 500,000 which he sought was to be loaned to the company 

by the shareholders rather than invested in shares on a joint-stock basis. 

This may be seen from Peng's statement that "there is no difficulty in 

paying interest year by year, the difficulty lies in the repayment of the 

principal." His plan was to pay off subscribers for Tis. 10,000 or less in the 

first three years. Those who subscribed for Tis. 20,000-50,000 were to be 

repaid in three installments in the third, fourth, and fifth years. But 

subscribers for Tis. 50,000 and more would receive their funds back in five 

installments from the third through the seventh years.344 This scheme 

proposed something less than a true joint-stock company, but Peng 

successfully used Li' s letters to exaggerate his relations with the all 

powerful bei yang da chen. He also used Zheng's fame as a shrewd and 

honest businessman to impress people. Zheng was in a very awkward 

position, for he was unlikely to speak against a official that Li had sent to 

cooperate with him. 

Peng's damage was more than alienating many people. He actually 

went ahead with constructing the company's infrastructure of which he had 

344 Peng to Li, ibid, pp. 171. 
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no knowledge, and did so without the consent of Zheng. Zheng had asked 

Rong Hong, who was then in America, to investigate the price and quality 

of foreign machines. He also asked him to find a foreign expert who might 

come to China to discuss the matters in detail before an order was placed. 

Zheng's original plan was to purchase 200 to 300 sets ofmachines.345 But 

Peng wanted to see quick results of his grand design, and was hooked into 

signing a contract with a foreign firm [xin dai xing] for purchasing 800 sets 

of machines, which were unsuitable for the purpose. When Zheng found 

out, it was already too late. Zheng refused to endorse the deal, and claimed 

that it had not gone through proper legal procedures, e.g., no lawyer was 

present at the time of signing. But the foreign firm insisted that the contract 

stand and constantly pressed for TIs. 50,000 down payment. Only after 

"spending a lot of money and went through a lot trouble", was Zheng able 

. h 346 to WIn t e case. 

The same thing happened in constructing the factory building. Zheng 

had looked around and was waiting for a better bargain for a factory site. 

Again, Peng was impatient and paid a higher price for a quick deal. Then 

345 Yangwuyundong, Vol. 7, pp. 477-478. 
346 Yangwu Yundong, Vol. 7, pp. 478. 
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without Zheng's knowledge, he mortgaged the land for unknown reasons.347 

In planning for the factory building, Zheng and Peng also disagreed. Zheng 

favored spending less on it, for there was no money in the company's 

account. But Peng believed that only by building a glamorous factory 

would prospective shareholders be persuaded to invest. Now tens of 

thousand oftaels were used for the new building though it seemed clear to 

Zheng that merchants had stopped investing in the company. The people 

who had first paid up the initial capital were almost all Zheng's friends. 

They surely regretted for being drawn into this official venture. Zheng had 

paid more than 10,000 from his personal funds. The company's financial 

status was so difficult that the renting of office space became problematic. 

At last Zheng wrote a letter to Li Hong-zhang, in which he explained the 

true state of affairs of the company before offering his own resignation.348 It 

was probably at this time that the Cantonese group decide to break off to 

build their own cotton cloth mill. By this time, Li also had received reports 

from other sources on Peng's ill management. Peng's blunder may differ 

from Zhu' s inappropriate handling of CMC affairs at the time of founding, 

347 Yangwu yundong, ibid. 
348 Yangwu yundong, pp. 487-8. 
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but they shared one trait, Le., they were both inexperienced in business 

affairs yet unwilling to take advice from seasoned merchants. Their 

enthusiasm was helpful in initiating the process, but as long as they could 

not overcome the typical stubbornness being cultured in their previous 

official career, they would usually do more harm than good in a long run. 

Li abruptly removed Peng Ru-zong from the post, and disgraced him 

by removing his official status of expected taotaL349 However, the whole 

incident was kept to a very small group who feared that publicizing it might 

cause Li to lose face. Peng was quietly removed from the scene. Clearly 

these official merchants (or merchants with official titles) were steeped in 

the intrigue and maneuvers of the state apparatus. Their conspicuous 

silence was a sign that they observe the tacit rules in the officialdom. This 

certainly won Li' s appreciation. 

Thefirst reorganization. After the Peng incident, the company's 

organizing process was back where it was started. The group of sponsors 

headed by Zheng Guanying collectively wrote a letter to Li Hong-zhang. 

They outlined their plan to overcome the three difficulties in founding the 

349 Yangwuyundong, vol 7, pp. 479. 
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new enterprise. The first difficulty was "finding talents"(deren}. From the 

letter we observe a clear emphasis on management skills as an essential 

element for the new company. Zheng recommended three of his associates 

to Li. They were as we will see the three biggest shareholders of the 

company. The second difficulty was "collecting money" (jikuan). They 

suggested that the original goal was too high, and therefore they would like 

to collect TIs. 400,000 instead ofPeng's TIs. 500,000 goal, purchase 400 

sets of machines instead of800 in Peng's plan. Their strategy was indeed 

more realistic and modest.350 The initial paid-up capital was planned as: Tis. 

200,000 (50,000 from Zheng, Li Pei-song, Dai Heng and Cai Hong-yi 

respectively), the other Tis. 200,000 will be expected from other private 

shareholders. But they requested that an official loan of Tis. 50,000 and 

another Tis. 50,000 from customhouses be deposited with the company 

before the other Tis. 200,000 were paid up.351 

The third difficulty was "setting up rules or by-laws" (lifa). They put 

it this way: 

3S0 Yangwuyundong, Vol. 7, pp. 482. 
3S1 Yangwuyundong, Vol. 7, Pi>. 482. 
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[The company] should use nothing but western by-laws to gamer the 

strength of the employees. We noticed that the westerners spent 

years on investigation before they set up by-laws; therefore they were 

down to earth in every detail. The westerners are matter-of-fact in 

discussing [ company] affairs; do business without glamorizing; keep 

their unity without narrow-mindedness and rashness. Their affairs 

are taken care to details; the coming and going of their money are. 

transparent; their personnel are trusted and checked by lules ... Now 

that using western personnel, western equipment and western 

knowledge, we must also use western by-laws (or rules) to integrate 

everything.352 

The letter indicated that they were carefully studying western rules, 

and would draft very detailed by-laws to present to Li for endorsement. But 

most importantly, they asked Li to obtain for them the monopoly right in 

Shanghai. Other merchants could participate in the cotton cloth company, 

but could not independently start other mills for their own.353 This letter 

demonstrated that this group of merchants had a clear vision and sound 

352 Yangwuyundong, Vol. 7, pp. 482-483. 
353 Yangwu yundong, pp. 483. 



strategy for the new company. In autumn 1880, the new by-laws of the 

company was published in Shen Bao. They were so detailed and so long 

that the newspaper carried it for three days.354 
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Compared to Peng Ru-zong, the promoters led by Zheng Guanying 

proceeded cautiously. It was not until the spring of 1882 that Li Hong

zhang saw things were ready, and reported the establishment of the 

Shanghai Machine Weaving Mill (Shanghaijiqi zhihuju), also known to the 

westerners as Shanghai Cotton Cloth Mill, to the throne. In response to the 

promoters' request, Li secured for the mill a ten year monopoly of the 

manufacture of cotton cloth and yam. His memorial compared the steady 

growth of foreign textile imports with the decline of native exports. This he 

said was due to the superior quality and lower price of foreign machine

made goods. Li continued: 

Among foreign imports, foreign cloth constitutes the largest item. In 

recent years some TIs. 22 or 23 millions worth has been marketed in 

the several ports. Foreign cloth is a necessity of daily living and its 

price is lower than native cloth. The people compete to buy it and use 

354 Shen Bao, Guangxu Reign: 6/9/10-12. 
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it. Thus the amount of Chinese money which has been diverted into 

foreign hands indeed is not small! Your servant therefore proposes to 

send gentry and merchants to Shanghai where they will purchase 

machinery and establish a bureau (ju) to imitate the manufacture of 

foreign cloth in the hope of decreasing somewhat the profit of foreign 

merchants ... 

I note that according to Western practice, whenever anyone 

establishes a new industry which did not therefore exist in his 

country, customarily it is conferred upon him as a monopoly for a 

given number of years. The employment of machinery to 

manufacture cloth by this company is such a unprecedented act. 

Therefore it should be stipulated that for the next ten years Chinese 

merchants will be permitted only to add their capital to this enterprise 

and will not be permitted to establish other companies. 

As to the taxes for which it is liable, this company has just been 

established; it is still difficult to predict whether or not the market 

will be good. It is proper that its expenses be lightened in order to 

help it achieve great success and avoid being crushed by the foreign 
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merchants. I propose that from the time it begins to produce cloth, 

that cloth shall be exempt from all duties if it is sold on the shanghai 

market. If the cloth is transported inland from Shanghai or 

transported to another treaty port and then sent inland, it should pay 

the full import duty to the Imperial Maritime Customs at Shanghai, in 

the same manner as foreign cottons; but it shall be exempt from all 

likin charges in the interior as a manifestation of imperial concern.355 

The ten year monopoly and the tax exemptions were intended to give 

the mill an advantage over foreign cotton imports which paid a 5 percent 

tariff when landed at Shanghai and 2.5 percent addition tax (zi kou shui) in 

lieu of likin when shipped into the interior. These inducements apparently 

were successful for it was reported at the end of 1881 that the capital had all 

been subscribed and commencement of operations was only a question of 

time. 

To head the firm Li designated the expectant taotai Zheng Guan-ying, 

who had been with the project since its inception, and Gong Shou-tu. 

Zheng, presumably because of his compradore background, took charge of 

3SS Li Hong-zhang, Li wen zhong gong quanji: ZOIi gao, Vol. 43, pp. 43-44. 
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the company's office (ju) in Shanghai and of all business matters 

(shangwu). Gong was to handle all official matters (guanwu). Four other 

men, all with official titles, were also connected with the management. 

They were Dai Heng, who was the Hanlin compiler (bianxiu); Cai Hong-yi, 

a department director in one of the Six Ministries at Peking (lang zhong); 

Jing Yuan-shan, a second-class secretary in one of the ministries (zhushi); 

and the taotai Li Pei_song.356 These titles did not necessarily indicate that 

their holders, who were also the company's principal shareholders, held 

substantive official posts; in all likelihood the titles were purchased. But 

their possession indicated the close contact with officialdom which any new 

enterprise needed in order to succeed. Obviously this group was very 

similar to CMC's founders. Considering the particular institutional 

arrangements this is not strange at all. They had to be connected with the 

officialdom, be wealthy enough, and have some experience in business. 

Otherwise, the risk and uncertainty inherent in the project would probably 

have turned them away. Furthermore, as the first general managers ofCMC 

and Cotton Mill, Tang and Zheng faced similar challenge and problems in 

356 Li Hong-zhang, ibid. 
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getting their companies off the ground. Raising capital and organizing 

technical know-how were on top of their agenda. 

Thus like Tang Tingshu, Zheng Guanying first had to raise sufficient 

capital. It was originally intended to sell shares to the amount of Tis. 

400,000; later this was increased to TIs. 500,000. Five thousand Tis. 100 

shares were offered to prospective buyers. By the end of 1881, TIs. 

352,800 had actually been received from investors, representing a call of 

Tis. 70 on each TIs. 100 share.357 Employment of the device of accepting 

partial payment from shareholders against the par value of the shares for 

which they had subscribed should be noted as one more indication of the 

great difficulties faced by an entrepreneur seeking capital for a modem 

enterprise. Secondly, Zheng had to proceed with the establishment of the 

company's physical plant, to purchase machinery, and to ensure an adequate 

source of raw cotton. As has been mentioned above, he wrote to Rong 

Hong, then in the U. S. as the head of the Chinese Educational Mission, 

asking him to engage an American technical expert to assist with these 

tasks. Some doubt was raised about the suitability of the shorter fibers of 

357 Feuerwerker, China's Early Industrialization, pp. 212; and Zeng Guo-quan, Zeng zhong xiang gong 
zou yi, Vol. 31, pp. 13. 
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Chinese cotton for the machine manufacture of cloth. Therefore soon after 

the American, A. W. Danforth, had arrived in Shanghai, he returned to the 

U.S. taking with him samples of Chinese raw cotton. To Zheng's relief, 

these samples were found to be comparable in quality with American 

cotton. Zheng decided to go ahead with the plan.358 

To strengthen the company's technical profile, Zheng worked closely 

with Danforth, who brought to the company the key production technology. 

Danforth was engaged to superintend the construction of the factory and 

the selection and installation of the machinery.359 A site, godowns, and 

spinning and weaving machinery were purchased with TIs. 209,000 out of 

the capital funds that had been collected. Zheng hired foreign technicians to 

install the machinery and to teach Chinese workers how to operate spindles 

and 100ms.36o However, no progress beyond initial excavations was made 

towards erecting a factory, although the machinery which had been 

contracted for in England and the U.S. began to arrive in 1883. It appeared 

that Zheng had several times moved around the company's funds for other 

358 Van Zhong-ping, Zhongguo mianfang zhi shi gao, 1963, pp. 88. 
359 China, Imperial Maritime Customs, Decennial Reports, 1892-1901, General Customs, Shanghai, Vol. 

I, PJ" 531. 
36 Zeng Guo-quan, Zeng zhong xiang gong zouyi, Vol. 31, pp. 13. 
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purposes.361 Zheng and his close friends were after all the major 

shareholders, and had long been socialized in the treaty port environment. 

They were the best of the contemporary financial wizards, and therefore 

tended to see opportunities for making quick cash. There was no point in 

letting money stay idle in the company's account while such opportunities 

existed. For after all it was their money. But when this practice was known 

to the general public, the damage was considerable.362 It probably caused 

Zheng to leave the company in 1883. Zheng erred in a gray area without a 

delineation between personal and public property. In absence of any 

general legal codes for company organization, it is understandable that 

Zheng and his close associates acted as if the company was their own 

property. Zheng was therefore not disgraced, and after leaving the company 

he returned to Guangdong in response to an invitation to join the staff of the 

famous military leader Peng Yu-lin. But Zheng's resignation was a loss of 

talent, which was never regained through other managers. 

Second reorganization. After Zheng left the company, Gong, who 

was designated by Li to take care of official affairs, was unwilling to 

361 Zeng Guo-quan, 1889 Report, pp. 13. 
362 Zeng Guo-quan, 1889 Reports. 
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undertake by himself the task of getting production under way. His 

immediate reaction after Zheng's departure was to approach Sheng Xuan

huai, who declined later for reasons of other responsibilities. In the interim 

period Jing Yuan-shan, an assistant manager of the company, together with 

the Shanghai taotai, sought to collect additional funds from subscribers for 

shares who had not paid up their pledges. Some 449 shares were turned in 

by shareholders who would not support the enterprise further. After all 

debts were met, however, it is reported that only TIs. 800 in cash remained 

in the treasury. In 1887 the two men turned the cash and records of the 

company over to Gong Yi-tu, younger brother of Gong Shou-tu. The 

machinery had arrived and the foreign employees were still on the payroll, 

but the firm existed in name only and was without funds to meet its 

expenses.363 

After almost ten years of endeavor, the enterprise had not yet 

progressed to the point where the production of yam and cloth could be 

foreseen. An office had been opened in Shanghai. The compradore-official 

Zheng had raised TIs. 352,800 in share capital out of a hoped-for TIs. 

363 Zeng Guo-quan, 1889 Report, Zeng zhong xiang gong zou yi, pp. 13-14. 
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500,000. A site had been selected, machinery contracted for, foreign 

experts engaged. And the project could look to the protection of the 

powerful Li who had secured for it a ten year guarantee against the 

existence of any competing company in the same line of business. 

Seemingly the key resource factors necessary for a successful beginning 

were all present. But they could not be combined into an operating 

enterprise. When the reasons for this failure are sought, the promoters and 

managers of the project were often to blame. Indeed these men lacked any 

experience in the operation of a large scale manufacturing company that 

Zheng possessed. But a careful study would reveal the lack of funding was 

a bottleneck. It is doubtful that a mill for the spinning and weaving of 

cotton could be started with a capital as small as TIs. 352,800. 

Contemporary estimates set the minimum figure for the capital requirements 

of Tis. 700,000 (TIs. 400,000 for a weaving plant and TIs. 300,000 for 

spinning mill).364 By this standard the Shanghai Machine Weaving Mill 

Company in the early 1880s could claim barely half of the required funds. 

364 Van Zhong-ping, Zhongguo mianye zhiJazhan, pp. 91. 
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Up to this point, Li had not risked any government funds in the 

company. The capital was to come entirely from private sources, while the 

official role would be limited to supervision and garnering of the perquisites 

connected with that function. But when it became clear that the semi-

official and compradore promoters could not provide the requisite capital, 

Li stepped in and took a more active part. Li was forced to this decision 

largely by the increasing pressures of foreign firms seeking to establish 

textile mills in the Shanghai area.365 

Li's first move, in April 1887, was the appointment of Sheng Xuan-

huai to accept and examine propositions to the Chinese government from 

foreign or Chinese capitalists who might be willing to loan funds for the 

establishment of cotton mills. Nothing, however, came of this approach, 

primarily because ofLi's refusal under any circumstances to give a 

concession to operate a mill to foreigners, or to permit foreigners to be 

. b' Ch' 366 actIve mem ers m any mese company. 

With no loans forthcoming from abroad, a further effort was made to 

solicit funds from Chinese merchants. The company was reorganized and 

36S Feuerwerker, China's Early Industrialization, pp. 123. 
366 Ibid. 
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new regulations (zhangcheng) were published in July 1887. Li deputed 

Gong Yi-tu to head the management. To raise funds it was decided to make 

an additional call of Tis. 30 on the 2,900 old shares still outstanding which 

would then be exchanged for TIs. 100 par value new shares. By July 9, 

1888, some TIs. 48,000 had been paid by individual merchant and gentry 

investors, old and new. The figure stood at Tis. 334,900 in 1893.367 But the 

largest amount of new share capital did not come from private investors. 

Once Sheng had become interested in the affairs of the Shanghai Cotton 

Cloth Mill, it was perhaps natural that CMC should be looked to as a source 

of funds. By 1893, CMC and its subsidiary Ren-ji-he Insurance Company 

had invested TIs. 220,000 in the shares of the Shanghai Machine Weaving 

Mill.368 In addition, the insurance company had deposited TIs. 80,000 with 

the Mill at interest.369 It seems clear that these funds were made available to 

the mill primarily because of the political and personal relations between Li 

and Sheng. It was "by order of the officials", the Annual Report of CMC 

for 1891 stated, that moneys "were taken out of the surplus fund and 

367 Van Zhong-ping, Zhongguo mianfang zhi shi gao, pp. 90. 
368 Sheng Xuan-huai, 1893 Report. 
369 Ibid. 
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invested in the Shanghai Cotton Cloth Mill's shares". 370 Considering the 

poor record of the mill, which prior to 1891 had paid no interest on its 

capital,371 it is doubtful that commercial advantages alone would have 

attracted CMC's investment. 

But the total private investment (including that of CMC), plus short-

term advances from private and official sources amounting to TIs. 170,000, 

was still inadequate capitalization for a company on the scale projected by 

Li and the promoters. As he had done in the case of CMC, Li now 

undertook to lend the mill a substantial sum from Zhili provincial funds. By 

1893 official loans amounted to TIs. 265,390.372 Total capital of the 

Shanghai Machine Weaving Mill reached TIs. 1,090,290 in 1893.373 

With these funds in hand, work was begun on the main factory 

building which was designed to be three stories high, 500 feet long, and 80 

feet wide. Construction was not completed until 1891, but by 1890 some of 

the 35,000 spindles and 350 looms were in operation. Shortly after it 

opened, the Shanghai Machine Weaving Mill was described as "the largest 

370 CMC's 18th Annual Report, North-China Herald, April 14, 1892, pp. 502-503. 
371 Sheng Xuan-huai, 1893 Report. 
372 Sheng Xuan-huai, 1893 Report. 
373 Feuerwerker, China's Early Industrialization, pp. 215. 
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industrial enterprise in Shanghai" by a foreign observer who marveled 

somewhat that the Chinese should be able to operate such a plant. A 

detailed description of its operation and workplace was carried on North-

China Herald on April 10, 1891. In 1892, it produced 4,000,000 yards of 

cotton cloth "of various descriptions and excellent quality" and 1,000,000 

pounds of yarn. The company employed (000 workers under the direction 

of A.W. Danforth.374 Once it had gone into production the Shanghai Mill 

was an immediate business success, so much so that in 1893 it was able to 

declare a dividend of 25% on its share capital. 375 Expansion of the plant was 

contemplated, and in July 1893 Li telegraphed the Chinese minister in 

London, Xue Fu-cheng, to place orders for additional machinery.376 

But before the new machinery which the company had sought could 

be purchased, the Shanghai Machine Weaving Mill was totally destroyed by 

a fire that broke out on the morning of October 19, 1893. The blaze began 

among the scutching machines on the ground floor, and then spread very 

rapidly. According to an eye-witness report, 

374 Decennial Reports, /89/-/902, vol. 1, pp. 513. 
375/bid. 
376 Li Hong-zhang, Li wen zhong gong quanji: dian gao, Vol. 14, pp. 42. 
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In a few minutes [after the fire began at about 9:20 a.m.] the flames 

ascended the tower which serves as a staircase at the comer of the 

building and in five minutes the flames inside it at the top could be 

seen from the Yangtsepoo station.377 

The interesting thing was that the Shanghai Volunteer Fire Brigade, which 

belonged to the Shanghai foreign community built on leased land, refused to 

go to the fire at all. The reason was, as Feuerwerker sees it,378 represented 

by a passage in the North-China Herald on the next day of the fire: 

. The mill belongs to Li Hong-zhang and his friends, and as he has 

been and still is putting every possible obstacle in the way of 

foreigners being allowed to import machinery for ginning, spinning, 

and weaving cotton, it would be absurd for foreigners to try to save 

the mill which he is doing his best to make a monopoly, and which is 

interfering seriously with foreign trade.379 

The loss suffered by the company as a result of this fire was at least TIs. 

800,000 out of assets valued at over 1,000,000 (building, machinery, raw 

377 North-China Herald, October 20, 1893, pp. 628. 
378 A. Feuerwerker, China's Early Industrialization, pp. 297, note 140. 
379 North-China Herald, October 20, 1893, pp. 609. 
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cotton, and cloth). As Sheng, who had been ordered by Li to survey the 

ruins, reported, "there now remains only the site of the mill, the houses of 

the master workmen, and machinery, boilers, and odds and ends of iron and 

steel damaged by the fire".38o Unbelievably, the factory was not insured at 

the time of the blaze. The man in charge "concluded that it was a waste of 

money, so that when the last policies ran out, he would not renew them, 

with the result that when he found the place on fire he attempted to throw 

himself into the flames".381 With the loss of its main building, the Shanghai 

Cotton Cloth Mill passed out of existence on October 19, 1893. 

The third reorganization and end of guandu shangban status. In 

view of its profitable operation, Li was anxious to reorganize the company 

and rebuild the plant without delay. Immediately after the fire, he 

dispatched Sheng to Shanghai where he was to value the remnants of the 

machinery, debris of the mills and the ground and "to consult with the 

gentry and merchants who had an interest in the mills, and to get their 

assistance in clearing up matters and also to procure funds for the 

reconstruction of new mills, if possible on a larger scale than before." On 

380 Sheng Xuan-huai, 1893 Report. 
381 North-China Herald, October 20, 1893, pp. 628. 
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this assignment, he was to act in conjunction with the Shanghai taotai Nie 

Ji-gui, son-in-law of Zeng Guo-fan. 

Sheng's recommendation to Li was that everything possible should 

be done to compensate the shareholders who had lost their funds in the 

razed mill. This was essential "in order to succeed in procuring the 

requisite funds" for a new plant and to "put a stop to rumors among 

merchants and the gentry, detrimental to the object in view." From Sheng's 

report it is clear that the shareholders feared that the government would try 

to recover immediately the TIs. 265,390 in official funds which Li had lent 

the Shanghai Cotton Cloth Mill, thus wiping out completely the remaining 

equity of the private investors. As Sheng stated, "according to immemorial 

custom in China, if anything fatal happens to a salt monopolist or 

pawnbroking concern, the first thing to be done is to pay the government 

deposits before any other debt". In this case at least, the decision taken by 

Li and Sheng was influenced by their consideration of the long-range 

potentialities of Chinese owned textile mills. They agreed that "what may 

be styled the mercantile and gentry shares were subscribed in answer to 

calls from the government and cannot bear comparison with pawnbrokers, 
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who borrow government money for their own advantage". Therefore the 

remaining assets of the Shanghai Cotton Cloth Mill would be paid to the 

shareholders in proportion to the size of their investments, and in the form 

of shares in the new company which Sheng was organizing "so that the old 

shareholders may have the advantage arising from the money to be made by 

the new mills". As to repayment of the official loan, "the authorities should 

wait until the new mills are running, when the sum of one tael should be 

collected on each bale of yam produced, and the money thus collected be 

paid to the government in gradual liquidation of the claims". 382 It was on 

this basis that Sheng proceeded to establish a new textile enterprise. 

Early in February 1894, Sheng telegraphed Ll'that he had raised TIs. 

1,000,000 and that a new guandu shangban company had been 

organized.383 The shareholders elected seven directors (dongshi) headed by 

the expectant prefect (zhiju) Sheng Xing-huai, younger brother of Sheng 

Xuan-huai. The other directors were Yan Ying, former officer of CMC, 

now taking charge of the procurement of raw cotton and the sale of the 

cloth; Yang Ting-gao, Shanghai merchant who late became a member of the 

382 Sheng Xuan-huai, 1893 Report. 
383 Sheng to Li, Li wen zhong gong quanji: dian gao, Vol. 15, pp. 14. 
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first board of directors of the Imperial Bank of China (which we will study 

in the next chapter); Van Zuo-lin as comptroller; and Zhu Cheng-wei, Shen 

Ting-dong, and Xu Chun_rong.384 

It seems that the post-fire reconstruction of the company was oriented 

to shangban or merchant management. The new managers were mostly 

from the private sector, merchant and gentry. This is reflected also in the 

name which the new enterprise took. Sheng reported from Shanghai to Li 

that merchants in that city were hesitant about investing their capital: "The 

merchant investors fear that when the mill is successfully under way, there 

will be exactions by the officials".38s To remedy this situation, Sheng 

proposed and Li agreed that the name of the company should express its 

character as a merchant managed enterprise. The wordju (literally 

"bureau") with its official overtones would be dropped. In its place the 

word chang (literally "factory") would be used in order to emphasize that 

the management was in private and not in official hands. Thus the name of 

the company, which had been Shanghaijiqi zhibuju, became huasheng 

fangzhi zongchang (Huasheng Spinning and Weaving Mill). 

384 Ibid. 
385 Sheng to Li, Li wen zhong gong quanji: zou gao, Vol. 15, pp. 14. 
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Private management was formally guaranteed, but this did not imply 

that official supervision for the Hua Sheng Mill was appreciably weakened 

at this time. The official framework within which the Hua Sheng Spinning 

and Weaving Mill existed was in fact a complex one. As before, the 

company was under the wing ofLi. For all practical purposes, however, 

Sheng, whom Li had invested with the title of duban, director-general, 

controlled the company and handled its relations with officialdom.3F6 

Sheng's position in this case paralleled exactly his status with respect to 

CMC. The actual business operations ofthe Mill were in private hands. 

But through shareholders, Sheng was able to exert his influence over these 

matters as well as over the general policy of the company which normally 

would have come within his purview as director-general. 

Sheng and Li envisaged the Hua Sheng Spinning and Weaving Mill 

as the central unit of a vast textile complex with factories in Ningbo and 

Zhenjiang as well as in Shanghai. Their plan, which Li presented to the 

throne in May 1894, contemplated ten subsidiary mills (fenchang) of 20-

40,000 spindles and 200-500 looms each in addition to the 70,000 spindles 

386 Li Hong-zhang, Li wen zhong gong quanji: zou gao, Vol. 78, pp. 10. 
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and 1,500 looms projected for the Hua-sheng main plant (zongchang). This 

would give a total of some 320,000 spindles and 4,000 looms which would 

be increased to 400,000 and 5,000 respectively by the inclusion of the 

facilities of Zhang Zhi-dong's guanban textile mill in RubeL In one year 

these mills would be capable of producing yam valued at TIs. 18,000,000 

and cotton cloth with a value of TIs. 7,500,000. This, concluded Li, would 

be nearly sufficient to supplant imported foreign yam and cloth whose value 

had totaled about TIs. 27,000,000 in recent years. Thereby the outward 

flow of Chinese funds would be halted and the livelihood of the people 

protected. "If we do not take this opportunity to raise funds quickly, 

purchase machinery, and operate spinning and weaving mills ourselves, I 

fear that hereafter the harm to the wealth of the populace will not be limited 

to the foregoing figures". 387 

To control this complex Li and Sheng organized a Cotton Cloth and 

Yam Administration (variously calledfangzhi duxiao gongsuo orfangzhi 

jicha gongsuo). In it was vested the ten year monopoly which had 

previously been granted to the Shanghai Machine Weaving Mill. No 

387 Li Hong-zhang, Li wen zhong gong quan ji: zou gao, Vol. 78, pp. 10-11. 
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additional mills-whether operated privately or by the government-were 

to be permitted outside of the eleven which Li projected. In retrospect, this 

move to streamline the governing structure was a significant attempt in the 

direction of state-building. However, it fell far short of the purpose for two 

reasons. First, the new Administration was not supported by the central 

organ, and it remained local at best. Indeed, unless it was incorporated into 

an overall structural reform of the state apparatus, its effect was very 

limited. Second, it unduly restricted societal initiatives by enforcing the 

monopoly of the state-run mills. In all, given the effective monopoly 

enforcement and ineffective support for the new mills, this new 

administration did more harm than good. It ended almost as soon as it 

started. 

But during the same year, the Sino-Japanese war broke out. The 

defeat of the Qing government entailed an end to the enforced monopoly in 

cotton textiles by the state, and foreign cotton textile mills were established 

in treaty ports in large numbers. But until at least 1896 the Cotton Cloth 

and Yam Administration served as the principal organ of official 

supervision over the textile industry. It performed such functions as levying 
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a royalty of one tael per bale on the production of the several mills (as 

Sheng had proposed in 1893). It also "exercised more or less control over 

all of them, such as passing their materials through customs, and carrying 

on all negotiations with the [local] government or officials in connection 

with their operations generally." 388 The Chinese and foreign heads of the 

administration were respectively Sheng and A.W. Danforth, who were 

concurrently the managers of the Hua Sheng Spinning and Weaving Mill. It 

should be obvious from this fact that the new organ was primarily a device 

through which the state planned to control the Chinese textile industry. 

Although the Hua Sheng Mill was partly in operation by 1894, the 

rest of the grandiose scheme of Sheng and Li was never realized in full. 

The problem of raising Chinese capital in an amount adequate for the 

establishment of the number of factories which they envisaged was not 

solved. And on the other hand, even before they had the chance to make a 

maximum effort, the disastrous defeat by Japan and the provisions of the 

resulting Shimonoseki Treaty had totally changed the situation in China's 

treaty ports. 

388 Li Hong-zhang, Li wen zhong gong quanji: dian gao, Vol. 15, pp. 14-15. 
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Danforth was entrusted with the technical responsibility for erecting a 

plant, purchasing machinery, and organizing production for the new Hua 

Sheng Spinning and Weaving Mill. Operations began on a limited scale in 

1894. When completed, the plant was equipped with 64,556 spindles and 

750 looms as compared with the 35,000 spindles and 530 looms of the 

former Shanghai Machine Weaving Mill. In 1894 and 1895 four subsidiary 

textile companies came under the control of Sheng and the Hua Sheng 

Spinning and Weaving Mill. The first of these, the Hua-Xin Mill, was 

organized in 1891 by the Shanghai taotai Tang Song-yan as a joint official

merchant enterprise; among the principal shareholders was Nie Ji-gui. It 

appears to have been under Li's influence from the beginning and thus was 

easily amalgamated with Sheng's interests. In February 1894, Li ordered 

that the Yuyuan shachang (Yu-yuan Spinning Company), which had been 

organized by the taotai Zhu Hong-du and his son Zhu You-hong, should 

become a subsidiary factory of Sheng's Hua Sheng Mill.389 The two 

remaining plants, Yu-Jin and Dachun, seem to have been organized by 

389 Li Hong-zhang, Li wen zhong gong quanji: dian gao, Vol. 15, pp. 14-15. 
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Sheng himself with funds raised from merchant and gentry investors in 

Shanghai. 390 

Table 11. Cotton Textile Mills in Shanghai, 1895 

Name 

Hua-sheng 
Hua-xin 
Yu-yuan 

Yu-jin 
Da-chun 

total 

Founding 
year 

1894 
1891 
1894 
1895 
1895 

Spindles Looms 

64,556 
9,024 

25,000 
15,000 
20,392 

133,972 

750 
50 

800 

Sources: Feuerwerker, China's Early Industrialization, pp. 222. 

The potential output of these 133,972 spindles may be estimated at 

335 bales of yarn per day. Assuming that the mills worked at least 300 days 

in a year, Sheng's textile complex could then produce a minimum of 

100,000 bales annually. At one tael per bale, this would mean a potential 

revenue of TIs. 100,000 annually for the semi-official Cotton Cloth and 

390 Van Zhong-ping, Zhongguo mianfang zhi shi gao, pp. 139. 
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Yam Administration. The size of the royalties actually paid by the five 

guandu shangban firms was unclear. 

As has been mentioned, the Shimonoseki Treaty (Article VI, Section 

4) for the first time sanctioned the establishment of foreign-owned 

manufacturing enterprises on Chinese soil. Lured by the profits, a 

precipitate influx of foreign capital was attracted into the cotton textile 

industry after the signature of the treaty.391 

The effect of these two developments was disastrous. When the 

foreign mills opened, they did not have to pay the levy of one tael per bale 

of yarn which the Cotton Cloth and Yam Administration had been 

collecting from the semi-official mills. The administration later lapsed.392 

Moreover, Sheng's mills were unable to meet their needs for capital, the 

price of raw cotton rose precipitously and thus increased their costs. The 

shortage of trained labor gave rise to severe competition between foreign 

and Chinese mills for workers. Consequently, there was both decreased 

efficiency and raised labor costs. 

391 Decennial Reports, 1891-1902, Vol. 1, pp. 514. 
392 Ibid. 



335 

In September 1897, Sheng was in anxious communication with Li 

regarding the future of the mill, which was suffering losses of several 

thousand taels each month. Sheng attributed this to the inadequacy of the 

Hua Sheng Mill's merchant capital. 393 But his petition to lease the plant to 

foreigners for a three year period and employ the rental to augment its 

insufficient capital was not granted at this time,394 and the Hua Sheng Mill's 

difficulties continued unsolved. The initial plant and equipment had 

required an expenditure of TIs. 2,080,000. To meet the difference between 

this amount and the paid-up capital of TIs. 800,000, the management had 

borrowed large sums on which it paid interest of more than TIs. 160,000 in 

the seven years from 1894 through 1900. It had not been able to raise 

further capital with which to repay the principal sum of these loans. As 

Sheng summed it up: "Foreign factories were established in droves, while 

Chinese investors acted as if they had bound feet". 395 

In addition to the burden resulting from undercapitalization and 

higher labor cost, the price of raw cotton soared. Between 1890 and 1895, 

393 Sheng Xuan-huai, Sheng shangshuyu zhai cun gao chu lean, Vol. 28, pp. 11-12. 
394 Ibid, pp. 12. 
395 Sheng Xuan-huai, ibid, Vol. 5, pp. 5. 
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the price of Chinese cotton in Shanghai varied between Tis. 12-14 per 

picul; by 1895 and 1896 it had jumped to Tis. 14-19 per picul, largely the 

result of increased demand from foreign mills.396 

But along with the western mills, there was also a wave of new 

Chinese-owned mills which were considered a reaction from various 

merchant and gentry groups to the increasing foreign presence and the 

weakening of the semi-official giants. Between 1895 and 1910,20 wholly 

Chinese cotton mills began production with initial equipment which totaled 

319,656 spindles and 516100ms.397 If China's first cotton textile mills were 

midwifed by the state, these new efforts represented processes from the 

opposite direction, i.e., bottom-up efforts from societal groups. It should be 

pointed out that the latter efforts absorbed the fruits of earlier development, 

and meanwhile still sought after official cooperations. But the rule of the 

game changed as they became dominant in China's infant industry. 

Because the state-sponsored mills were poorly adapted to the 

increasing market competition, they gradually passed into the hands of 

396 Decennial Reports, 1891-1902, Vol. I, pp. 517. 
397 Van Zhong-ping, Zhongguo mianfang zhi shi gao, pp. 139; Decennial Reports, 1891-1902, Vol. I, 

pp. 516. 



337 

private sector. That is, they were all converted into a wholly private 

enterprises, and their guandu shangban status thereby ended. In 1901, Hua 

Sheng Mill was sold to a private merchant corporation.398 The four 

subsidiary plants soon also ended in the private hands. The Hua-Xin Mill 

failed completely and was reorganized under new management in which Nie 

Ji-gui was a leading figure. The Yu-Yuan Mill suffered heavy losses and 

went for a similar reorganization. In 1897 the Yu-Jin Mill was reorganized 

as the Xie-Long Spinning and Weaving Company (also known as Yah 

Loong). Finally, Japanese merchants leased the expiring Da-Chun Mill in 

1905, and in the next year it was sold to them outright.399 Their 

transformation into private enterprises seemed inevitable. 

THE REGROUPING: PRIVATE MILLS 

The post Sino-Japanese war period was a peculiar time for China's 

infant cotton textile industry. The monopoly rights formally ended for 

official mills, followed by an influx of foreign mills in the treaty ports. The 

nationalist sentiment stimulated a nationwide debate on how to 

restrengthening China. Meanwhile large number of foreign-owned mills 

398 Sheng Xuan-huai, Sheng shangshu yu zhai cun gao chu kan, Vol. 5, p. 5. 
399 Van Zhong-ping, Zhongguo mianfang zhi shi gao, 1955, pp. 342-344. 



338 

were built in Shanghai, flooding China with their products. This was the 

time when the nation's elites came to recognize the importance of 

industrialization. The rise of the Japanese power was contrasted to China's 

backwardness. The ideology had mobilized the gentry class, the local elites 

who had had limited interest in industry building. As we will see, their 

participation was a turning point for China's cotton textile industry. 

As for the production technology of cotton mills, numerous machines 

and technical resources were disseminated to other parts of China, paving 

the way for a regrouping of the key resource factors outside the treaty ports. 

But what was most significant was that as the Qing state became less 

capable of directly initiating industrial projects, it began to encourage 

private entrepreneurial efforts at industry building. A series of new 

regulations and laws were drawn to define the merchant status, and to 

incorporate private companies. On January 24, 1904, the government 

published the "General Rules for Merchants" (shangren tong Ii) with nine 

articles, and the "Company Law" (gongsifa) with 131 articles. The 

following two years saw the implementation of more regulations on 
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company registration, bankruptcy proceedings, and patent rights.4oo The 

most important, in our context, was, as expected, the Company Law. It had 

done away with the guandu shangban form, and replaced it with modem 

forms of business organization. The new companies are supposed to fall 

into five categories: (1) partnerships of two or more persons with unlimited 

liability; (2) similar partnerships with limited liability; (3) joint-stock 

companies of seven or more shareholders with unlimited liability; (4) 

similar joint-stock companies with limited liability; and (5) sole 

proprietorships with unlimited liability. 

For the first time in China's history, legal institutions began to appear 

in China's economic life. Upon the publication of the law, the government 

set up a "registration bureau" to oversee its implementation.401 Within four 

years since 1904 when the law was published, 272 new companies were 

founded according to the new regulations. Their registered capital totaled 

about TIs. 100,000,000.402 A new mechanism was in the process of 

formation, which involved initiatives from various social groups. 

400 Nong gong shang bu (comp), Nang gong shang bu xian xing zhangcheng (Current regulations ofthe 
Ministry of Agriculture, Industry and Commerce), Beijing, 1908. 

401 D. Twitchett and J. K. Fairbank (eds), The Cambridge History a/China, Vol. II, Part 2, pp. 446. 
402 Ibid, pp. 446-447. 
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It seems that all the key resource factors were available for a 

regrouping in a much decentralized way than the previous state midwifed 

efforts. In the next decade or so a rebuilding of cotton textile industry was 

occurred on a much broader social base. Now we will concentrate on one 

case of private-owned mills to look for the social causes of this new 

industrial movement. Again, we would like to understand the state-society 

relations in this new setting, and to enlighten on tradition-modernity 

dynamics outside the treaty ports. 

The Dasheng Mill. This mill was different from the earlier state

sponsored mills in many aspects. First, it was not established in the treaty 

port, but in the cotton producing area ofTongzhou. Second, it was not an 

compradore enterprise, but one that successfully drew upon the gentry class. 

The key player in the project was Zhang Jian. He had spent most of 

his life pursuing a bureaucratic career through civil service examinations. 

After a few failures, he won the first place among the jinshi graduates in 

1894. In 1895, his father died. To attend his father's funeral, he was 

permitted for a leave from his Beij ing post and came back to his hometown, 

Tongzhou. There he was approached by Zhang Zhi-dong, governor-general 
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ofLiangjiang, to start a modem cotton textile mill. Zhang Zhi-tong was 

also a pro-western official, and his role in initiating China's early 

industrialization was second or possibly equivalent to Li Hong-zhang. In 

Hubei, he had started official or semi-official enterprises in modern mining, 

d · d 1403 weaponry, an Iron an stee. 

Tongzhou, Zhang Jian's hometown, was one of the richest cotton 

growing areas in contemporary China, and had a long history in handicraft 

spinning and weaving. Earlier, Sheng Xuan-huai had attempted to establish 

a Cotton mill, but his plan did not materialize due to the local opposition. 

Zhang Zhi-dong chose Zhang Jian for two reasons. First, Zhang Jian, a well 

respected gentry, could help overcome local opposition for the new project. 

Second, he was the ideal candidate for the task of persuading local gentry-

merchants (shenshang) to invest in the mill. 

When Zhang Jian took up his assignment, his scholar background had 

ill-prepared him for the venture. He had no idea of what a modem textile 

mill looked like, nor any knowledge of technology and management 

involved. He had permission to establish a private company, and the two 

403 Zhongguojindai shi zhishi shouce (Handbook of China's modem history), Beijing, 1980, pp. 162-
163. 
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local cotton goods merchants helped him to organize a committee of six 

merchant directors to raise capital. 404 His initial plan was to build the mill 

with funds from the government. Zhang had many years of experience in 

public finance while serving as private secretary to several officials; he had 

therefore accepted the general view that modem industry should be 

managed under official support and direction. Equipped with the Confucian 

teachings, he lived up to strict moral principles in China's cultural tradition. 

This Confucian supervision, he believed, would only do good to the 

modem enterprises even though they were modeled upon the west. When 

the paid-up capital fell short of plans, the purchase of new machinery was 

problematic. Zhang therefore accepted an offer of government-owned 

weaving and spinning machines, which were transferred from a failed 

official mill. This caused his business associates to worry about the 

potential interference and exaction by the officials. Zhang assured them, 

however, that he as an upright official was able to counter any such moves. 

However, he soon found out that his spotless reputation was not 

enough to enlist the merchants' investment while the officials' promises 

404 Zhang Jian, Tongzhou xing ban shiye zhi !ishi: da sheng sha chang (A history of the industries 
established at Tongzhou: The Dasheng Cotton Spinning Mill), Nantong. 1910. 
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often not kept. He was caught in the middle, and a real dilemma indeed. 

His son, who later wrote his father's biography, had this to say: 

The officials' words could change several times a day with definite 

answers to any problems. The rich merchants put up ugly faces, 

always refusing to commit. At the top, the governor-general [Zhang 

Zhi-dong] expressed support, yet at the lower levels, all the officials 

wanted to ruin his enterprises. Others looked on to await his 

C; '1 405 lal ures. 

These hard experiences disillusioned Zhang and made him aware of 

the difficulties and institutional constraints that he had to face in order to 

build a modem textile mill. As a classic scholar, he reinterpreted Confucian 

ideas on the statecraft, and further argued that many of the official practices 

were delinquent from the Confucian standard, and that entrepreneurial 

merchants or industrialists embodied in a sense the true Confucianist calling 

for helping with people's welfare. 

Zhang originally planned to raise TIs. 600,000 at the initial stage of 

the Dasheng Mill. But problems abounded in reaching this goal. First 

405 Zhang Xiao-ruo, Nantong Zhangji zhi xiansheng zhuanji (A biography of Mr. Zhang Jian of 
Nantong), zhongguo shi xue cong shu, 1974, pp.72. 
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Governor-general Zhang Zhi-dong was replaced by Liu Kun-yi, who would 

not honor the tax exemption promise made by his predecessor. Next the 

price of the cotton rose sharply following the Sino-Japanese war. New 

competition was started by foreign mills backed by foreign capital, which 

had no mercy on the financially weaker mills owned by the Chinese. In this 

hard time, two directors resigned, and two others urged him to postpone the 

project. Zhang's reaction, if to be explained at all, was typical of 

conceptualized Confucian scholar at the time ofhardship.406 He raised the 

capital goal to TIs. 1,000,000 and went around to invite new board 

members. He decided to pay back Liu Kun-yi TIs. 500,000 for those 

government-owned looms and spindles. Two more directors left. 

Finally a compromise was struck. Zhang and his remaining merchant 

directors agreed to accept only half of the government machinery for TIs. 

250,000. Another TIs. 250,000 will be raised from the private investors. 

But the merchants' money was slow to come. For by the time the mill was 

opened, a total of TIs. 180,000 were collected. Zhang's high reputation 

406 See Liu Guangjing, Jingshi sixiang yu xinxing qiye, for a discussion of the relationship of Confucian 
ideas ofjingshi with the new entrepreneurship among the gentry-merchants. 
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among the official circle helped him to secure government loans to make up 

for the difference though they did not come easily from dead-end dynasty. 

Unlike the earlier guandu shangban enterprises, Dasheng was a 

private company, but official support was still crucial in its initial stage of 

development. Without Zhang Jian or his connection in the official circles, it 

was difficult to imagine that such a mill could succeed. Once founded, the 

Dasheng Mill proved to be a huge success (in Table 12). 

Table 12. Dasheng Mill, 1899-1913 

Year . Spindles Capital (TIs) Profit (TIs) 

1899 20,350 500,000 
1900 20,350 500,000 52,370 
1901 20,350 580,000 105,978 
1902 20,350 580,000 187,002 
1903 20,350 1,130,000 265,134 
1904 40,700 1,130,000 222,253 
1905 40,700 1,802,490 483,070 
1906 40,700 1,802,490 400,205 
1907 66,700 1,919,390 55,905 
1908 66,700 1,995,790 158,853 
1909 66,700 1,995.790 247,447 
1910 66,700 1,995,790 75,325 
1911 66,700 1,995,790 172,217 
1912 66,700 1,995,790 442,036 
1913 66,700 1,995,790 530,232 

Sources: Yan Zhong-ping, Zhongguo mianfang zhi shi gao, pp. 128. 
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The profit shown in the table is after the reduction of the "official 

dividends". Ifwe add profits and dividends together, the Dasheng's total 

profits stand at TIs. 5,340,000 during these fifteen years. That is, the 

Dasheng Mill not only paid back the official loans; but also added one 

subsidiary plant to its property. Its spindles tripled over the period while its 

paid-up capital grew by four times, not to include its holding of Tis. 

500,000 in public bonds.407 

The reasons that the Dasheng Mill succeeded as a business operation 

were manifold. First, the mill had close and complementary relationship 

with the traditional local economy. Tongzhou, as has been mentioned, was 

a major cotton producing area. It supplied the mill with best quality cotton 

at a competitive price. Meanwhile area is a potentially large market for 

distributing its products. Once the company was well established in 

financial terms, the organization of its market distribution became easier. 

For the game may always play into the advantage of the natives who had the 

network connections in local merchant community and in family and clan 

organizations. This stable environment was a crucial factor considering the 

407 Van Zhong-ping, Zhongguo mianfang zhi shi gao, pp. 129. 
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crippling price wars in Shanghai. Second, the successful combination of the 

modem mill and traditional economy was also seen in the employment of 

the Dasheng Mill. Without having to compete for qualified workers as the 

case in the treaty port, the company successfully absorbed the local 

population who had experience in handicraft weaving and spinning. The 

transformation of a worker from traditional job to modem ones was said to 

be smooth. And retraining needed for the new jobs was minimum.408 This 

was a clear advantage over the state-run mills at the treaty ports. But most 

important of all, the gentry class as the local leaders participated in the 

process. They were well positioned to draw support from the merchant and 

state sectors, and served as an integrating point for all the resource factors 

required for industry building. Zhang Jian was a typical gentry, who was on 

the one hand an ardent Confucian scholar and active community organizer 

on the other hand. His relentless effort was catalytic to the renewed 

industrial development in his hometown. He personified the critical 

linkages we have discussed earlier. 

408 "Zhang Jian, Dasheng Chongming fen chang shi nian shi lu", Shi ye /11, vol. 5. 
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To summarize, China was able to make significant advances in 

modernizing its cotton textile industry in the late nineteenth century, though 

the development was uneven. The state successfully founded the first 

cotton mills, however it failed to mobilize larger societal forces to join in. 

This was because it did not have the necessary mechanisms to link these 

activities with the mainstream rural population. Its monopoly regulation 

further weakened the connection between the state and social groups in the 

rural communities. Ironically, it was only after the Sino-Japanese war when 

the monopoly of the state power was weakened that societal networks were 

able to fulfill the power vacuums left by the retreat of the state. This 

marked the beginning of the stage of consolidation with a regrouping of the 

key resource factors in a great number of local communities outside the 

treaty ports. The leading agent of change was the gentry class who was able 

to stride across the barriers between tradition and modernity, and between 

the state and society. 

The state-run mills were bankrupt due to lack of funding, poor 

management and foreign competition. However, they had brought into 

China the necessary equipment and technology, experience and trained 



349 

labor. These factors were successfully passed into the private sector, and 

injected into the processes of reconstruction led by societal groups. Though 

the state-run mills failed, the societal networks were able to take over their 

remains and recombine them into renewed efforts. Indeed, without these 

early mills, it would be impossible for the late-coming social groups to 

develop so quickly and so successfully, and therefore impossible for these 

modem mills to spread from treaty ports to areas throughout China in a 

short period. 
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CHAPTER FIVE BANKING 

China's banking was not a target for modernization and reform until 

after the Sino-Japanese War in 1895. Ironically while the Qing state was 

facing unprecedented financial crisis and was therefore unable to take on 

such a task, modernizing the banking system was perceived the only way to 

prevent a total financial disaster. The proposed banking project did not 

resolve the financial crisis in the end, which was one reason for the 

downfall of the Qing dynasty in 1911. The project went only halfway to 

achieving its proposed objective, which was to establish a central bank in 

China and unify Chinese currency. But the halfway journey must be given 

credit for creating China's first western style bank, the Imperial Bank of 

China. Though unable to tum into a central bank as desired, the Imperial 

Bank was preserved as a private bank, which laid the groundwork for the 

successful bank building during the Republic Era. In this chapter we will 

analyze the causes of the limited success and ultimate failure of the bank 

building project in the final years of the Qing dynasty. 

China's traditional banking was quite decentralized although to a 

lesser extent than the cloth making sector. Though the government was a 
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conspicuous customer of the banking sector, the services (e.g., remitting and 

transporting currency) were demanded by governments at different levels 

and in different geographical areas, rather than by one central bureaucracy 

as in the case of tribute rice transportation. Moreover the minting of 

currency was decentralized in the late Qing period, giving rise to multiple 

centers of currency regulations and control. All this underlined the 

weaknesses of the Qing government's control of the banking sector. It was 

therefore less constrained by state regulations, and the government had 

some oversight but with no direct or administrative control of the sector. 

Compared to navigation and cotton textiles, banking was unique in 

both its resource structure and organizational forms. Traditional banking 

comprised a set of professional knowledge and expertise, including book 

keeping, currency evaluation, and financial planning, which required years 

of training to attain. These skills could be an asset to the new banking 

system rather than a burden. More importantly China's pre-modem banking 

was primarily directed to servicing merchants, gentry and other social 

groups on a daily basis. It was parasitic on merchants' networks, or official 

structures. In such an environment the traditional banking developed a high 
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degree of internal integration and external flexibility in its organizational 

structure. It was less hierarchical with limited operational scale and scope 

than western banking. 

To modernize China's banking industry, professional knowledge was 

less an obstacle than management skill. Foreign competition and financial 

resources were major bottlenecks. But the biggest challenge was find ways 

to expand organizational scale and scope to accommodate functions like 

market research, financial planning, and investment management. 

Traditional banking had to transform its organizational structures and 

principles. It was no longer possible, for instance, to staff a modem bank by 

family and clan members. The new establishments needed to draw on 

different kinds of human expertise, which required essential management 

skills in modem banking. 

Bank building in China was initiated by the state officials following 

the model of official supervision and merchant operation, which was first 

formulated by Li Hongzhang. Just as in the navigation and textile 

industries, the state apparatus played a key role in midwifing the modem 

style bank by providing protection and resources, and by overcoming 
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inherent constraints in the pre-established order. The direct causes of the 

state actions were the financial crisis, resurgent nationalism and models of 

western banks in the treaty ports. But the late Qing banking reform was 

unable to mobilize social groups to join forces to modernize China's 

banking system. Therefore once the first mover broke the ice, a series of 

bank building efforts were unable to follow through. The state's top-down 

actions helped to clear some ground, but were not followed by reform and 

innovations in traditional banking sector. The state funds were much more 

limited than in the previous two cases. The state apparatus was further 

weakened and unable to articulate the key resource factors. Foreign banks 

had come into China over half a century ago, and became well entrenched in 

the 1890s. They issued independent money notes and currency, dominated 

foreign exchange, and most of all commanded huge financial resources. 

Both the Qing government and native banks became dependent on foreign 

financial institutions for badly needed loans and credits. 

As will be demonstrated, the Qing state lacked the central authority 

and resources needed to carry through the banking project. It failed to 

develop measures to integrate and coopt traditional banking sector into the 
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new banking system. Failure to meet this challenge was fatal because these 

money shops had the potential of bridging the state efforts and social groups 

with key resources. Compared with the previous two cases, the state

midwifed bank building was therefore less successful, and the Imperial 

Bank was but a single and separate event rather than a field phenomenon 

during this period. 

CHINA'S BANKING PRIOR TO 1895 

Native banks. "The native banks" were the locally-oriented money 

exchange shops which dated back to China's early history. Such banks were 

operated by merchants or public officials to serve the needs of local 

merchants or residents. They employed such measures as the bill of 

exchange, the bank draft, and the paper bank note several centuries earlier 

than did the Europeans. In fact the three most basic functions of a modern 

bank--making loans, holding deposits, and issuing bank notes as a form for 

currency--had all existed in China's early banking systems. However, not 
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all native banks had all three functions, and some specialized in only one or 

f h fu . 409 two 0 t e nctIons. 

In late Qing China, such banks flourished in cities and towns. They 

were calledyinhao (silver shops) in Beijing and Tianjin, and qianzhuang 

(money shops) in Shanghai and Hankou. They were independent of the 

nationwide network of Shanxi banks, which will be discussed shortly. In 

the latter part of the 19th century, a number of semi-official customs banks 

(haiguan guan yinhao) were also established in the treaty ports "to collect, 

hold in deposit, and forward" the payments due from local Chinese 

merchants to the Imperial Maritime Customs.4IO But most of the native 

banks in China's inner land were like cash shops whose principle function 

was money exchange. They were neither chartered nor registered by the 

government. Rather they operated as independent businesses, usually in the 

form similar to a private firm or partnership with unlimited liability. There 

were about 30 to 40 people working in a typical native bank. Many of these 

were apprentices, who usually worked for three years without pay in order 

409 For a brief history and basic features of native bank organizations, see Pan Zi-hao, zhongguo qian 

zhuang gaiyao (On China's money shops), Taipei, Wenhai, 1972, pp. 9-22,32-52. 

41 0 Yang, Lien-sheng, Money and Credit in China: A Short History, Harvard, 1952, pp. 80-87. 
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to become a professional in the trade. A large number of employees were 

"shroffs" whose job was to serve customers during the day and examine the 

silver coins or other currency late in the afternoon into the night. The 

money received by the bank was to be separated into spurious, debased, 

chopped, and standard pieces. This sorting was needed because of the lack 

ofa unified currency. Mints differed in the weight or purity of precious 

metal, i.e., silver. Thus many shops were needed to serve in currency 

evaluation and exchanges. Of course, the two major functions of the native 

banks were lending money and receiving deposits. Most firms had a 

business relation with the bank. The bank shroffs routinely visited these 

firms each day. When the firm had surplus funds, the shroffs carried them 

to the bank and deposited them. If the firm needed money, the bank would 

extend a loan which was again carried by the shroffs to the firms. 

Understandably, these native banks were part of a very close community or 

. 1 tw k 411 socIa ne or. 

411 Frederic E. Lee, Currency, Banking, and Finance in China, 1982, pp. 69-70; and Pan Zi-hao, 

zhongguo qian zhuang gai yao (On China's money shops), Taipei, Wenhai, 1972. 
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The daily interest rate was not determined by individual banks, but by 

the local Bankers' Guild. In this way a standard rate for loans was set 

which every bank would follow. A standard rate for deposits was set in a 

similar fashion. The fixed rate was expressed in tael cents. However, when 

a firm applied for a commercial loan or overdraft, three to six points were 

added to the daily rates. For instance, the average daily rate for a month 

was 0.43, the rate for a loan for that month would be determined in the 

following manner: To the 0.43 taels would be added the 6 points, making it 

0.49. This rate for 1,000 taels per day multiplied by 30 days would amount 

to 14.7 taels per month, or 176.4 taels per year. All loans were settled 

quarterly. If a loan was made between "settling days" and no definite date 

was set for repayment, it was always understood that the loan must be paid 

at the next quarterly settlement day, and the interest charged will be 

determined by taking an average of the daily rates for the period the loan 

had covered, and adding to this rate the customary three to six points. In 

modem terms, these rates usually averaged from 1 to 2 percent per month or 
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12 to 24 percent per year. Very few banks had services for long-term loans 

due to the fact that few had any long-term deposits.412 

This system of banking as an institution became popular at the 

beginning of the nineteenth century. It maintained close relations with the 

local economy. In Shanghai area, for example, the rise of native banks was 

inseparable with the history of shachuan trade.413 They organized into a 

powerful trade guild to enforce common rules and their monopoly, and to 

maintain strict procedures for accepting new members. According to one 

record, the Shanghai banking guild had approximately one hundred member 

shops in 1797.414 The number of Shanghai native banks was estimated at 

two hundred in the 1870s.415 Though these native banks were active and 

promoted paper currency in the designated areas, they were limited in the 

scale of organization and scope of business ventures. A money shop was 

usually organized on the basis of kinship relations or hometown origin. Its 

business relations were thus confined to a small group and to limited scale. 

412 Ibid 

413 Shanghai qian zhuang shi liao (Historical documents of native banks in Shanghai), compiled and 

edited by the Bank of China, Shanghai Branch, Shanghai, 1960, pp. 6-9. 

414 Shanghai qian zhuang shi ;;ao, pp. 9-12. 

415 Shi Yu-fu, zhonggllo huobijinrong shi /ue, Tianjin, 1984, pp. 139. 
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For instance, native banks usually would not accept deposits from a 

stranger, not to mention lending money to him. The bank's capital was 

usually tens of thousand taels or less. Though family and friends relations 

provided the needed trust, they limited the native banks' chances to grow 

into modem banking institutions. Before the founding of China's modem 

banks, the relationship between the native banks and state apparatus was 

kept at a distance. Apart from some personal business contacts by 

individual officials, the government usually left these money shops alone. 

The Shanxi banks. These banks were engaged primarily in the 

transfer of funds from province to province by the issuance of drafts. The 

origin of the Shanxi banks was dated far back into China's early history, and 

arose from the merchant groups in Shanxi province who carried long distant 

trade in such items as iron, salt and silk.416 Their networks extended 

throughout the country in late Qing period. S. R. Wagel, a western scholar 

who pioneered in studying the Chinese banking system, wrote in 1915: 

The Shanxi banks were the first to introduce the system of drafts. 

They taught the world the possibility to dispatching money from one 

416 Chen Qi-tian, Shanxi piao zhuang leao lue (Textual research on Shanxi banks), 1937, pp. 1-17. 
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part of the country to another without actual dispatch of specie. They 

introduced the system of checks... which dispensed with the need of 

a traveler carrying silver with him, the paper in his hand having 

purchasing power in every city on the way. At first they were quasi

government institutions... As early as the eleventh century the Shanxi 

banks, for all practical purposes, corresponded to state banks, 

although both in the capital and in the provinces there were treasuries, 

which were on most occasions completely empty of any vestige of 

funds.417 

The relationship between the government and Shanxi bankers was 

based upon mutual interest. Thus, according to Wagel, while Shanxi 

bankers helped the government, very often the government helped these 

banks in several ways. Under the government's aegis, the Shanxi banks 

spread their branches in all major cities in China. The government also 

deposited its money in these banks, but as a large portion of the state wealth 

had been derived through issuing paper money, these banks were called 

upon to put paper money into circulation. It must be pointed out that they 

417 S. R. Wagel, Chinese Currency and Banking, Shanghai, 1915, pp. 155. 
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were not docile tools of the government; they frequently safeguarded 

themselves by getting hold of whatever bullion or specie was available. 

Thus, although they were responsible for putting into circulation large 

amounts of paper money they maintained their credit with the public, 

because they were able to control whatever silver or copper was available in 

Ch. 418 mao 

In the late nineteenth century, the state apparatus remitted an average 

of seven million taels per year through the Shanxi bank system.419 However, 

Shanxi banks were considerably weakened as the foreign banks were 

established in China in the late nineteenth century. Though for a long time 

they remained the only media through which money remittance was made 

across provinces, their other functions were gradually replaced by foreign 

and local native banks. By the end of the nineteenth century, they confined 

their business to inter-provincial money transfer, though their close ties with 

the local native banks remained strong.420 

418 Ibid; also Shi Yu-fu, zhongguo huobijinrong shi lue, pp. 141-146. 

419 Chen Qi-tian, shanxi piao zhuang leao lue, pp. 139. 

420 Chen Qi-tian, Shanxi piao zhuang leao lue, 1937, pp. 157-158. 
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The government money bureaus. These government banks (guan 

qian ju or guan qian pu) were established in the early Qing period for the 

purpose of regulating the supply of silver or copper money. When the price 

of silver currency, for instance, became too expensive in the market, they 

would mint more silver into standard coins or ingots to meet the demand. 

Two of the most important government mints, Baoquan and Baoyuan, were 

in Beijing, and the state money bureaus functioned as subordinates of these 

• 421 mmts. 

However, in the 1850s the Qing court allowed the proviricial 

governments to set up similar money bureaus in provinces. As the central 

government weakened in the late nineteenth century, the provincial 

governors took over the full control of these mints. They used the mints to 

solve their financial problems by producing low quality currencies or paper 

money, causing inflation. In most cases, these mints could not be used 

across provinces, and some paper money could not be cashed at all. In 

some cases, merchants from other provinces had to bring their currency 

money to these bureaus for minting in order to change into local currency. 

421 Shi Yu-fu, zhongguo huobijinrong shi /ue, pp. 146-147. 



Some local mints developed the services of deposits, credit and loans for 

422 these merchants. 
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Foreign banks. After the Opium War, foreign banks began to set up 

branches in the treaty ports. They soon dominated the foreign exchange 

business throughout China. The Oriental Banking Corporation (dongfang 

yinhang) first established its office in Hong Kong in 1845 and then in 

Shanghai in 1848. For forty years the British enjoyed a virtual monopoly of 

modern banking in China. Their dominant position was maintained by two 

firms, the Chartered Bank of India, Australia and China (maijiali yinhang), 

whose first Chinese branch was opened in 1857, and the Hong Kong and 

Shanghai Banking Corporation (huifeng yinhang), which began to do 

business in China in 1865.423 

In the early stage, foreign banks and Chinese traditional banking 

system established a more or less complementary relationship. In the late 

nineteenth century, China's foreign trade operations were almost entirely 

concentrated in Shanghai. For importing, in particular, the foreign firms 

422 Ibid; also see zhongguo jindai huobi shi ziliao, Beijing, 1964. 

423 Yang, Lien-sheng, Money and Credit in China: A Short History, pp. 88-89; Shi Yu-fu, Zhonggllo 

huobijinrong shi fue (A History of China's currency and finance), Tianjin, 1984, pp. 152-155. 
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had to rely on Chinese merchants. However, most foreign firms requested 

that the Chinese merchants first pay the money before shipping the goods 

inland. This arrangement caused disruptions, and to solve the problems the 

Chinese native banks stepped in to provide the merchants with short term 

credit. That is, the native banks issued LO.V. notes to the foreign firms 

who would cash them at a designated time. The merchants therefore owed 

their liability to the native banks instead of foreign firms. This arrangement 

increased the importance of native banks as a bridge between the Chinese 

and foreign parties in international trade. However, the credit market was 

dominated by foreign banks.424 According to one estimate, foreign banks 

extended three million taels of credit each year in order to maintain the 

money market. The money market felt the squeeze whenever foreign banks 

tightened their credit. Indeed, foreign banks often used credit as a weapon 

to influence foreign exchange rates in order to press down the prices of 

exported tea and silk at different times of the year.425 

424 Zhang Zhong-Ii el al (eds),jindai shanghai chengshiyanjiu, Shanghai, 1990, pp. 252-257. 

425 Wang Jing-yu, shijiu shiji xifang ziben zhuyi dui zhongguo dejingji qinlue (The economic 

aggression of the western capitalism in China during the nineteenth century), Beijing, 1983, pp. 178. 
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In short, by the time China's modem banking industry was born, 

domestic trade and local remittance were controlled by the native banks. 

The foreign banks controlled the financing and remittance in international 

trade in and around treaty ports. The Shanxi banks were entrusted with the 

deposits and transmittance of public funds by the central or local 

governments, in addition to handling inter-provincial remittance. However, 

foreign banks were the dominant force, extending strong influence on, ifnot 

total control of, the native banking institutions. The most powerful foreign 

banks were the two British banks followed by the German Deutsche 

Asiatische Bank, French Banque de I'Indochine, and a Russian and a 

Japanese bank.426 

THE IMPERIAL BANK OF CHINA 

Founding. Immediately after the Sino-Japanese war (1894-5), the 

Qing government went into a deep financial crisis. In the late nineteenth 

century, China's internal instability epitomized by the Taiping rebellion 

already drained the Qing financial resources. A series of wars with western 

countries and Japan made the things even worse, for after each defeat the 

426 Ibid. 
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government had to pay a huge indemnity. The indemnity for the Sino-

Japanese war (1894-5), for instance, stood at TIs. 230,000,000, but the 

Qing's annual revenue was only estimated at about TIs. 80,000,000.427 

Clearly the war left the state apparatus in a weaker position to embark on 

new projects, but by the same token it created such financial crisis that 

forced the state to act. 

But more importantly, the defeat by Japan caused a political 

earthquake in China. For Japan was long held as a minor country and 

believed to be inferior to China. The outcome of the war made many 

Chinese aware of the critical importance of learning from the western 

institutions. In those days, the most powerful ideology in China was social 

Darwinism, which asserted that China as a nation would perish if unable to 

adapt to the worldwide competition for surviva1.428 

The immediate crisis situation and resurgent nationalism formed the 

backdrop against which the Chinese began to modernize their banking 

industry. First, many Qing officials suggested establishing modem banks to 

427 Shi Yu-fu, Zhongguo huobijinrong shi fue, pp. 177. 

428 For details on the intellectual climate in this period, see D. Twitchett and John Fairbank (eds), 

Cambridge History o/China, Vol. 11, Part 2, pp. 274-338. 
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recover economic rights and regain financial resources. For up till this 

point, the government had adopted the traditional laissez-faire policy toward 

financial institutions in China. It had no central bank, and issuing of 

currency remained decentralized. But as foreign banks began issuing 

money notes in large quantity and tremendous influx of foreign currency in 

the market, China's financial resources were inevitably more and more 

controlled by foreign bank institutions. The decline of the Shanxi banks 

and native banks in the face of the foreign capital and institutions were all 

too obvious. Many officials voiced their opinion of building China's 

banking industry. Hu Ju-fen, among others, memorialized the throne: 

Because China does not have modem banks to issue money notes or 

to mint its own silver coins, westerners use their flowery bank notes 

to reap enormous money, e.g., Hongkong and Shanghai Banking 

Corporation and the Deutsche Bank are doing this. The foreigners 

use their low purity-content silver dollars to change for China's pure 
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silver; the Mexican, Japanese, and Philippine dollars are used as 

such.429 

Clearly Hu had noted the advantage of the western type banks. He 

recommended that the Qing government establish a modem public bank in 

Beijing following the western models. Modem mint machines and printing 

equipment should be purchased abroad in order to make China's own paper 

currency. The silver currency, Hu suggested, should be held in the bank. 

But as in the previous two cases, someone high enough in officialdom has 

to step forward to get the whole thing moving. This time it was Sheng 

Xuan-huai who brought to the throne the most systematic proposal for the 

project. In this event, Sheng Xuan-huai, whom we have noted for his role in 

CMC and Hua-sheng Mill, had taken over the role ofLi Hong-zhang in 

campaigning for the new project. For Li Hong-zhang had fallen into 

disgrace after taking responsibility for China's defeat in the war. Though 

Sheng had ascended rapidly as a favored choice for western affairs in the 

court, he was not as nearly powerful as Li. This weakness in official 

429 Zhongguojindai huohi shi ziliao (Documents on China's modem currency history), Vol. 1, Part 11, 

pp. 637. 
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patronage proved to be a problem for the new industry. As we will analyze 

later, Sheng was unable to maneuver around the official circles as 

effectively as Li did in protecting the new industries. 

Sheng's proposal for the establishment of a modem style bank was 

closely connected with his appointment in early 1896 as director-general of 

railroads charged with the construction of the Beijing-Hankou line. The 

"prospectus" (shuotie) which he submitted to the Zongli Yamen on 

September 22, 1896, outlined a plan for raising from private investors at 

least TIs. 7,000,000 of the estimated TIs. 40,000,000 total cost of the 

projected railroad.43o The traditional banking systems were unable to 

accomplish a task of this scale. This could only be handled, as in Western 

countries, through the instrumentality of a modem bank. As China's 

industry building began to gain momentum, the lack of a modem banking 

system became a bottle-neck for further development. As Xu Tong-xin put 

it: 

430 For Sheng's shuotie, see Mai Zhong-hua (comp), Huang chaojing shi wen xin bian (New collection 

of essays on statecraft of the Qing government), Shanghai, 1898, Vol. 13, pp. 3-6. 
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Now we are building railways, which require a heavy initial 

investment. Unless we quickly establish a Chinese bank, we shall 

have no way to circulate the funds which serve as blood in our veins 

or to stop the control of our economy by foreign merchants.431 

This memo was later endorsed by the Zongli Yamen.432 But Sheng's plan 

was much more broadly conceived. He raised the question of founding a 

modern style bank in two memorials which were seen by the emperor on 

November 1, 1896. In the first ofthese--the "general plan for self-

strengthening"--he described the way foreigners utilized banks to marshal 

the wealth of their countries for commerce. Sheng proposed that China do 

the same while ending its dependence on foreign banks in the treaty ports. 

Once established, Chinese owned modern banks would win the trust of the 

merchants and the general populace. They would then be in a position to 

float domestic loans for the government at rates lower than those charged by 

foreign banks and without the additional burden resulting from the 

unfavorable exchange rate between silver and gold.433 

431 Feuerwerker, China's Early Industrialization, pp. 299, note 179. 

432 Sheng Xuan-huai, Sheng shangshu yu zhai cun gao chu lean, Vol. 1, pp. 14. 

433 Sheng Xuan-huai, Sheng shangshu yu zhai cun gao chu lean, Vol. 1, pp. 6. 
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In his second memorial Sheng outlined in greater detail his 

conception of how the proposed bank should be organized.434 It was 

inappropriate for the Ministry of Revenue to supply all the money for the 

new bank and then let it be run exclusively by high officials. Obviously 

Sheng had drawn such a lesson from his previous experience with CMC and 

Hua-sheng Mill. "A government organization which handles business 

matters will run into numerous obstacles and accumulate evils", and he 

continues, 

banking is a matter for merchants; if merchants do not trust the 

government, the financial power of the country cannot be 

concentrated; and if this power cannot be concentrated, a bank will 

not be successful. Ifwe wish to begin carefully in order to get good 

results, we must accumulate small sums [from investors] into a big 

fund. I venture to request that a high official be appointed to select 

honest and reliable gentry and merchants from all provinces and 

recommend them for service as directors (zongdong) [of the bank]. 

They should raise TIs. 5,000,000 of capital from Chinese merchants 

434 Sheng Xuan-huai, ibid, Vol. 1, pp. 14-15. 
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and establish a Chinese bank, first in Beijing and Shanghai and then 

with branches in other provincial capitals and trading ports. 

Following Western business practice, this bank should be managed 

by the merchants themselves. 

Sheng's position was based on the guandu shangban formula 

(government-supervision and merchant-management), which he had gained 

experience through the earlier projects discussed in the previous two 

chapters. There were no immediate replies from the Grand Council, the 

Zongli Yamen, or the Hubu (Ministry of Revenue) to whom Sheng's 

proposals had been referred for their comments. But on November 12, 

1896, an imperial edict was issued which directed Sheng to proceed with the 

selection of directors, to solicit merchant capital, and to establish the 

bank.435 It should be noted that the imperial approval for a project of this 

scope before the leading government organs voiced their opinions was an 

unusual step on the part of the royal court. This may be an indication of the 

financial crisis of the Qing government. But on the other hand, it also 

435 Da Qing Ii chao shi lu: Guangxu chao (Veritable records of successive reigns of the Qing dynasty: 

Guangxu reign), Vol. 395, pp. 16. 
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reflected the growing difficulty of the state apparatus to effectively promote 

new industries. The Qing government was undergoing rapid disintegration, 

and the central organs were losing control of the local affairs. Thus it 

became more and more difficult for the central and local officials to 

coordinate their efforts for larger industry building projects, especially like 

a mOdelTI banking system of nationwide scale. 

On May 27, 1897, business premises were opened in Shanghai for 

preparation for the founding of the new bank, and in the next few months 

offices were also set up in Tianjin, Hankou, Canton, Swatow, Chefoo, and 

Zhenjiang. Early in 1898 an office was opened in Peking.436 However, 

before the Imperial Bank of China could begin operations, two considerable 

obstacles had to be overcome. First, Sheng found it necessary to negotiate 

at length with the Zongli Yamen concerning the details of the bank's status, 

organization, and operations. Secondly, the whole matter of establishing a 

guandu shangban bank was called into question by a censorial indictment 

which caused the throne to reconsider the approval it had given in 

November 1896. These two incidents probably had been involved in the 

436 Sheng Xuan-huai, Sheng shangshll yll zhai elln gao ehll kan, Vol. 2, pp. 30. 
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power struggles in and around the royal court. But structurally it indicated 

that the underlying support of the state apparatus for industry building was 

equivocal. To a dynasty facing rapid disintegration, the need to maintain 

order and stability always outweighed the need for change. 

On February 2, 1897, Sheng telegraphed to the Zongli Yamen in 

Peking the text of the regulations (zhangcheng) in twenty-two articles which 

he had drawn up for the bank.437 In general, those of the Hongkong and 

Shanghai Bank Corporation (HSBC) were taken as a model. The 

regulations stated explicitly that the bank was "established by special 

imperial edict" ([eng tezhi kaishe) and that it was "under the special 

protection of the government" (guan wei hu chi) (Article 1). And "the 

names of the chief officers will be memorialized to the throne" (Article 3). 

Certain exclusive privileges were granted to the bank: the right to issue 

notes, coinage of money, the deposits of Hubu (Ministry of Revenue) funds, 

and the conveyance of taxes from the provinces to Peking. In return for its 

protection and the grant of the these privileges, the government would 

receive from the bank annually 20% of its surplus (yuli)--after deductions 

437 Text of Sheng's draft zhangcheng in Huangchaojing shi wen xin bian, Vol. 10, pp. 45-48. 
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for regular dividends on its shares, bonus payments to the managers and 

staff, and a stated amount to the bank's reserve fund--as baoxiao, that is, 

royalty payments to recompense the imperial grace (Article 9). On the other 

hand, despite its official ties, the bank was to be operated entirely as a 

commercial enterprise (Article 3); thus 

all business methods pursued by the bank will be entirely on the 

foreign plan, as has been the way with the HSBC, which is to be 

made the model of this bank in everything. In a word, the bank is to 

be a commercial institution; hence there will be no official deputies 

(wei yuan) appointed and, in their stead, there will be Directors 

publicly chosen and appointed; there will not be Great Seal issued by 

the Beijing Ministry of Works, but instead its seal will be the usual 

business "chop" of commercial institutions. All mandarin etiquette 

and custom will be unhesitatingly tabooed and only such in vogue in 

commercial institutions, pure and simple, will be adhered to. 

"Integrity, Impartiality, and Strict Attention to Business" will be the 

motto of the Bank. No favoritism or nepotism will be permitted, as 

might be the case if the Bank were to be conducted otherwise. The 
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power will be in the hands of the Directors while the profits will go to 

the shareholders. 

It is clear from the foregoing the Chinese merchants realized the 

importance of impersonal management in modenl enterprises. Though this 

was against the Chinese tradition of kinship relations, they seemed to be 

insisting on reforming such practices. Other articles dealt with the bank's 

capitalization, its management, and the conduct of its business. The head 

office, Sheng's regulations stated, would be located in Shanghai. The 

nominal capitalization of the bank was set at TIs. 5,000,000. However, 

Sheng intended to commence business with a paid-up capital of only TIs. 

2,500,000. Ofthis amount, TIs. 1,000,000 would be subscribed by CMC 

and the Imperial Telegraph Administration. Sheng and the other directors 

of the bank would be personally responsible for TIs. 1,000,000 more; and 

the remaining TIs. 500,000 was to be offered on the open market to 

Chinese investors (Article 6, 7). On these shares the investors would 

receive a guaranteed annual return of 8% plus a share of the surplus after 

deductions for dividends, bonuses and the reserve fund (Article 9). To 

provide the bank with adequate working capital, the Ministry of Revenue 



(Hubu) was to deposit TIs. 1,000,000 with the bank in the form ofa loan 

arrangement (Article 8). 
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The board of directors was to consist of twelve Chinese nationals of 

"high reputation, business integrity, ability, and solid substance, possessing 

large interests in the Bank". Ultimate authority for the bank's operations 

would be vested in this board. Three of the directors (zongdong) would be 

selected to act as managing directors (banshi zongdong) and to take active 

charge at the bank's head office (Article 10, 12). Under their direction, the 

Shanghai office was to be managed by Chen Sheng-xiao, who had been 

connected with native banks in Shanghai. In addition, an Englishman, A.M. 

Maitland, who had formerly been employed by the Hongkong and 

Shanghai Banking Corporation, was also appointed as foreign manager. 

Maitland would select the foreign staff and Chen the Chinese staff of the 

bank (Article 15). At the several branch offices as well, there were to be 

foreign managers along with the Chinese managers. Both the Chinese and 

foreign managers would be hired by the board of directors (Article 11, 14). 

Article 16-22 of Sheng's regulations were devoted to the bank's 

interest and discount rates, note issue, coinage, loans, and balance sheet. 
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The bank would be granted the right to minting coinage (Article 19). 

Earlier in his "General Plan" of November 1896 Sheng had proposed the 

minting and circulation of silver dollars equivalent in weight to the treasury 

tael (jingping). Imperial authorization was received in December 1896 to 

mint 100,000 one tael dollars and circulate them as a trial in the southern 

provinces. Article 17 discussed the issue of bank notes, or paper currency. 

The amount which the bank could issue was limited to the value of its paid

up capital. Finally, in what seems to be a move to prevent demands on the 

bank from possibly hostile provincial authorities, it was provided that the 

consent of the Hubu would be required before a loan could be made to any 

province (Article 18). Clearly the proposed bank would require consistent 

support from the state apparatus at all levels. 

On March 14, 1897, Sheng received a reply from the Zongli Yamen 

which raised nine objections to these draft regulations.438 Five of the Zongli 

Yamen's reservations represented substantive points directly affecting the 

nature of the bank as Sheng had conceived it. First the Zongli Yamen 

opposed the location of the head office in Shanghai. It took the position 

438 Text ofthe Zongli Yamen's criticism in Huang chaojing shi wen xin bian, Vol. lOb, pp. 48-49. 
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that because the bank was to be a semi-official organ charged with the 

receipt and disbursement of government funds, it was proper that both the 

Shanghai and Peking offices be head offices, while all the others would be 

branches. This can be interpreted primarily as an objection on the part of 

the Zongli Yamen officials to letting the bank get outside of the range of 

their influence. But beneath it was the general concern by the court over the 

growing power of local officials. The central government was worried 

about the prospect that such an important institution might fall into the 

hands of autonomous-minded provincial officials. In China's history, 

whenever the center was weakened, one major concern of the emperor was 

to curb usurpation by provincial powers. In other words, the weaker the 

center, the more reluctant was the center to allow for any move in the 

direction of decentralization. 

Sheng had intended the bank as a means of raising funds for his 

projects from the mercantile community of Shanghai, and particularly from 

compradore capital whose origins were in international trade. To locate in 

Peking would mean closer ties with the government fiscal policy (caizheng) 

than he desired. Sheng's reply to the Yamen stressed the need to locate the 
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bank in Shanghai because it was the center of foreign trade and because it 

was where the shareholders were. He concluded with the interesting 

argument that the headquarters of Shanxi banks were in Shanxi, not in 

Peking; and the Hongkong and Shanghai Bank Corporation had its head 

office in Hong Kong, while it maintained only a branch office in London, 

the English capital. 439 Sheng seemed to be--or pretended to be--unaware of 

the political underpinnings of the center's concern. 

Secondly, the Zongli Yamen was not satisfied with Sheng's stipulation 

that 20 percent of the surplus should go to the government as baoxiao. It 

demanded 50 percent, plus another 50 percent of the profits from coinage. 

Clearly there was some disjunction between the Zongli Yamen's earlier and 

later attitudes towards new industrial projects. Partly it was because that Li 

had greater influence than Sheng in the central organs. But more 

importantly the change represented the decreasing capacity (as well as 

confidence) of the central organs for effectively directing these new 

projects. It seemed the central government would use any opportunities to 

garner resources under its direct control. 

439 Text of Sheng's answer to the Zongli Yamen, ibid. 
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Sheng rejected the Zongli Yamen's demand. He argued that merchant 

investors were reluctant enough to risk their funds as it was, and that 

increased exactions would frighten them away entirely. Sheng would 

concede some share of the bank's profits from coinage, but the equity of the 

bank and its shareholders should not be open to official levies. He also 

cited the example of Western banks which paid no levies to their 

governments themselves, although the individual recipients of bank 

dividends might be taxed. Such direct quoting of foreign models as part of 

the argument was not seen in official correspondence in the earlier period. 

It seemed that western models exerted greater influence among the Chinese 

industrializers at this later stage. The reasons for this were two fold. On the 

one hand, as industrializing efforts gained some momentum, western 

models became more accessible to the official circles. On the other hand, 

their opposition--whether institutional or ideological--was weakened in the 

process of industrialization. 

The question of the bank's note issue was also raised. The Zongli 

Yamen stated that the provision in Article 19 limiting the amount of bank 

notes issued to the value of the bank's paid-up capital was inadequate. It 



382 

asked that a silver reserve covering a specified percentage of the value of 

the bank's notes should be deposited in Beijing or in a provincial treasury 

under Hubu. Sheng agreed to maintain a cash reserve equivalent to 33.33 

percent of the note issue, but he held that this amount should remain in the 

account of the Imperial Bank of China. His reluctance to entrust the bank's 

cash reserves to the hands of central government was probably well 

founded. In the times of crisis, it was very likely that the central 

government would use the funds for other purposes. 

Another measure the Zongli Yamen designed for the purpose of 

greater control was to limit the use of the bank's funds. It asked that the 

regulations include a stipulation providing that: 

the bank's capital must not be transferred for the purpose of 

establishing various kinds of industries or engaging in other kinds of 

commercial activity for profit. Nor must it be used to purchase 

buildings or land. And the maximum which can be loaned to anyone 

business or single merchant must not exceed 10 percent of the capital. 

As a protection against the employment of the bank's assets for such 

prohibited ends, the Zongli Yamen called for an immediate report of all 
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transactions involving more than TIs. 100,000. This information would 

normally not be available even in the semi-annual balance sheet of an 

average bank. Sheng rejected both out of hand. The bank would follow its 

own rules with regard to the lending of its funds. As to reporting large 

transactions, in the first place there were too many transactions of this size. 

Even more important, the bank's customers were not willing to have the 

government know of their financial affairs; compliance with this demand 

would result in a loss of business. 

Although he accepted only a few minor items among the changes 

which the Zongli Yamen proposed in his draft regulations, overall Sheng 

stood his ground in the key questions concerning the basic organizational 

structures. Probably after much maneuvering in the official circles, Sheng 

was able to win the Yamen's consent to proceed with the establishment of 

the bank--but with the reservation that the "discussion of unsettled matters 

would be continued at the appropriate time" .440 

In addition to the structural problems (weakened central organs along 

with their increased need to control), the above events also revealed the 

440 Ibid, pp. 52. 
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importance of a powerful official patron such as Li Hong-zhang had been. 

Without the powerful support ofLi, it was much more difficult to establish 

a guandu shangban enterprise on the lines of CMC or Shanghai Mill. The 

demands of the Zongli Yamen had been primarily for measures which would 

ensure that central officialdom retained control over the bank. When Li was 

at the height of his power before 1895, he had been largely successful in 

keeping official supervision of such enterprises in his own hands; other 

sectors of the bureaucracy, metropolitan and provincial, had played only 

secondary roles. After 1896, with his newly acquired political status in the 

capital, Sheng would have liked to take on Li's former role in addition to his 

own. But he soon had to fall back on the support of the influential 

provincial leaders, Governors-general Zhang Zhi-dong and Wang Wen

shao. 

The other incident that set the project back involved an indictment. 

On April 39, 1897, an edict was issued which took note of a recent 

accusation of the Bank's status and organization by the censor Guan Ting

xian. While the throne still favored the establishment of a bank, it was now 

less certain as to whether its management would be put into Sheng's hands. 
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Wang Wen-shao and Zhang Zhi-dong were ordered to discuss the censor's 

charges with Sheng and to memorialize their views on the organization of 

the bank.441 Although the memorial in response to this edict was submitted 

in the names of Zhang and Wang, it was drafted according to Sheng's side 

of the story. Zhang at first was not disposed to add his signature to the 

memo. He changed his mind only after considerably urging from Wang. 

Both Zhang and Wang had proposed Sheng to head the Imperial Railway 

Administration, and therefore were obliged to back Sheng in this related 

matter.442 Their memorial, therefore, was a strong defense of the proposed 

guandu shangban formula for the bank.443 

Zhang and Wang took up each of the main criticisms which the 

censor Guan had leveled against the bank. In answer to his objection to the 

use of the term zhong guo (central kingdom or China) in its name, they 

replied that the zhong guo tongshang yinhang was distinguished from other 

banks in that it received treasury funds for deposit, and that it would 

441 Da Qing Ii chao shilll: GlIangxll chao, Vol. 403, pp. 10-1 I. 

442 Xu Tong-xin, Zhang wen xiang gong nian pli (A chronicle biography of Zhang Zhi-dong), pp, 109. 

443 Zhang Zhi-dong, Zhang wen xiang gong qllanji: ZOli yi (Complete papers of Zhang Zhi-dong: 

memorials), Vol. 43, pp. 3-9. 
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represent China in relations with foreigners. Guan feared that in the event it 

was forced to suspend payments, the bank would seek to obtain government 

funds on the grounds that it was, as its name implied, an official organ. 

This, the two governors-general stated, would never come to pass: there was 

no danger that the bank would default, and in any case it would not appeal 

to the government. In these two instances, the censor was in effect 

challenging the semi-official status of the Imperial Bank of China. He 

described it as an "officially established bank" (guanshe yinhang) with the 

implication that the management, too, ought to be entrusted to officials. 

Guan was also suspicious of the bank's joint-stock form of 

organization. This was implied in his demand that the safe return of the 

Hubu's TIs. 1,000,000 deposit be guaranteed by individual wealthy 

merchants. That is, the bank's corporate guarantee was not considered 

adequate. To this Zhang and Wang answered that the "directors are 

themselves all rich merchants" who had invested several million taels of 

their own capital. They could be entrusted to safeguard the official funds 

which in any case would be repaid as soon as additional merchant capital 

was forthcoming. 
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But the censor's insistence that official tax funds entrusted to the bank 

would be transferred to Peking in cash could not be so easily brushed aside. 

As we shall see, failure to reach satisfactory settlement of this point 

effectively canceled out one of the exclusive privileges on which the bank 

had counted most, i.e., that of transmitting taxes from the provinces to 

Peking as provided in Article 9 of its regulations. The issue concerned the 

fate of considerable profits which were to be made from translating the local 

currency into that of the Beijing, and from such extras as "meltage" fees and 

commissions.444 The provincial holders of these perquisites would hardly 

yield them without adequate compensation. For the time being, the 

memorialist evaded the issue with a declaration that the "bank's regulations 

only state that commercial advances can be transferred by draft. If specie is 

not offered, then the Hubu treasury will not accept payment. " 

In conclusion, Zhang and Wang came out strongly for a bank under 

official supervision and merchant management: "like CMC, let it be 

managed by merchants (shangban), while the government supports and 

protects it ... Profit and loss should be entirely an affair of the merchants". 

444 H. B. Morse, The Trade and Administration a/the Chinese Empire, Chapter 5. 
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They were however willing to concede that the bank's note issue should be 

more strictly limited. The maximum issue was set at 90% of the paid-up 

capital, and a cash reserve was to be maintained equivalent to 33.33 percent 

of the value of the notes in circulation. In the event, this turned out to be a 

meaningless concession, as the bank's notes never reached the maximum. 

Wang and Zhang agreed also that, in their respective capacities as 

commissioners for the northern and southern ports, they would inspect the 

bank's accounts semi-annually to ensure that the cash reserve was 

maintained and that the bank's other obligations were being observed. 

The intercession of Zhang and Wang was barely enough to swing the 

balance in Sheng's favor, and the establishment of the Imperial Bank of 

China as a guandu shangban enterprise proceeded as planned. Sheng 

headed the 12 men board of directors who were also the banks' leading 

shareholders. In addition to his personal investment, TIs. 1,000,000 of the 

bank's capital came from CMC's profits (TIs. 200,000), CMC's insurance 

company (TIs. 600,000), and Imperial Telegraph Administration (TIs. 

200,000).445 Sheng had strong influence on these companies. At the same 

445 Jiaotong shi: hang zheng bian, Vol. 1, pp. 315; Xu Run, XIIYII zhai zi XII nian pll, pp. 119. 



389 

time he was primarily responsible for the bank's official business and its 

relations with the government. Being a high official himself, he had the 

privilege of submitting memorials to the throne, and the possibility of social 

intercourse with influential members of the metropolitan and provincial 

bureaucracies. Through these means he endeavored to increase government 

support for the bank. Another 1,000,000 were provided by the personal 

funds of the 12 directors. 

Thus with 2.5 million taels of paid-up capital plus one million taels 

from Hubu, the Imperial Bank of China was formally open for business in 

Shanghai on May 27, 1897. By the end of the year, branches were set up in 

Beijing, Tianjin, Hankou, Canton, Shantou, Yantai and Zhenjiang.446 

Management. The new Imperial Bank was the first modem bank in 

China. As the first mover, its founding created discrepancies in the existing 

institutional environment. One of the first tasks the Imperial Bank had 

accomplish in order to survive was therefore articulating the key resource 

factors and with its environment. Three systems of institutions were most 

446 zhongguo di yi jia yinhang: zhongguo tong shang yihang de chu chuang shiqi, 1897-1911 (China's 

first [modem] bank: the early years of the Imperial Bank of China, 1897-1911), edited by zhongguo 

renmin yinhang shanghai shi fen hangjinrong ziliao shi, Beijing, Shehui Kexue, 1982, pp. 15. 
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important in this aspect. They were the state apparatus, foreign banks and 

native banks. The need to fit into this environment pulled the management 

structure of the Imperial Bank simultaneously in these three directions. In 

the previous two cases, the state apparatus was viewed as organization

creating organization. That is, the state went out to maintain a hospitable 

environment for the newly founded enterprises. However in the case of the 

Imperial Bank, the state apparatus was considerably weakened, and was less 

capable of sustaining its consistent support. Instead, it created problems in 

some instances. 

To meet the challenge of the environment, the Bank was more 

stretched out in its internal structures, and the management came from a 

variety of sources linking to the various institutions in the field. First of all, 

the Imperial Bank worked closer with foreign banks in Shanghai. This was 

accomplished by the employment of foreign bankers at all levels of its 

management structure. These foreign managers exerted strong influence 

over the daily operations of the Bank. In addition to deliberate imitation of 

the foreign bank routines, all documents and accounts of the Imperial Bank 

were conducted in English. Moreover, it even became a member of the 
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foreign banking association in China.447 All these efforts were designed to 

win acceptance within the financial market dominated by powerful foreign 

banks. The Bank's business with foreign banks in Shanghai was kept at a 

substantial level. In fact 10 to 40 percent of its extended loans were given 

to these foreign banks.448 

This willingness to cooperate with foreign firms and with individual 

foreigners stands as an interesting contrast with the previous two cases. 

CMC, for instance, had been much less ready to take such broad steps to 

westernize. This may be interpreted as the result of the growing societal 

network activities in the treaty ports over the thirty years or so. Though the 

competition was still intense, these networks were able to decrease the 

tension between the foreign and Chinese mercantile communities. It was 

possible that in the 1860s the compradores constituted a unique group, but 

thirty years later it became so common that the Chinese merchants had 

some foreign business connections that general hostility to individual 

447 Zhang Zhong-Ii (ed),jindai shanghai chengshiyanjiu, Shanghai, 1990, pp. 275. 

448 zhongguo di yi jia yinhang: zhongguo tong shang yihang de chu chuang shiqi, 1897-1911, Beijing, 

1982, pp. 20. 
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foreigners and their cultures was significantly lessened. And foreign 

models and practices became more accessible to the Chinese. 

Apart from associating with the foreign banks, the Imperial Bank 

also devoted its resources to developing ties with the Chinese native banks. 

Here it met competition with the foreign banks who had controlled these 

native banks for decades. The Imperial Bank attempted to coopt small 

money shops in two ways. First, it invited Chen Sheng-jiao to be its first 

general manager. Chen was a leading member in the Shanghai native bank 

guild, and former manager of Xianfeng Money Shop. He had extensive 

relations with native bankers, and was well regarded by them. Second, 

under Chen's direction, the Imperial Bank expanded its business relations 

with native bankers. From 1898 to 1911, the Imperial Bank's loans to the 

native banks remained to be above one million taels in average.449 In 

dealing with the native banks, the Imperial Bank wanted to imitate the 

practices of the Shanghai and Hongkong Banking Corporation by dividing 

the native banks into differentiated grades. However, after some 

449 shanghai qian zhuang shi liao, pp. 55; also see zhongguo di yijia yinhang: zhongguo tong shang 

yinhang de chu chuang shiqi. /897-/911, Beijing, 1982, pp. 23. 
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investigation, the Imperial Bank concluded the system of S.H.B.C. was not 

well informed. They developed more sophisticated system of credit rating 

in late 1897.450 Indeed, once the Imperial Bank entered the money market, it 

had certain advantages over foreign banks in doing business with the native 

banks. With the help of the network structures the Imperial Bank enjoyed, 

it was better positioned to obtain precise information about its customers' 

conditions. This helped the Imperial Bank to expand its business among the 

native banks. On the other hand, the foreign banks ended the entire 

operations of short-term loans to native banks after a stock-hawking 

. ·d . 1908 451 mCI entm . 

In order to articulate with the institutional environment, especially 

with the state apparatus and traditional banks, the Imperial Bank had 

absorbed personnel from these institutions. They in tum brought to the 

Bank important network resources needed to ease its relations with other 

institutions. A brief look at the constitution of the board of directors may be 

450 The event was contained in the correspondence between Sheng Xuan-huai and directing managers 

in 1897; for these letters see shanghai qian zhuang shi liao, pp. 54-55. 

451 wushi nian fai zhongguo zhijingji, edited and published by the Imperial Bank of China, Taipei, 

Wenhai, 1971, pp. 17. 
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revealing in this aspect. The other 11 directors beside Sheng Xuan-huai 

were described in the following. Van Xin-hou (Yan Vi-bin) was an 

expectant taotai from Ningbo, another treaty port. He was a customs banker 

who joined his treaty port banks to the new project. He held shares in CMC 

and in 1909 was elected to its board of directors. Van organized, under the 

direction of Sheng, the first Chinese Chamber of Commerce in Shanghai 

and served as its chairmen. As a successful entrepreneur, he had invested in 

numerous industrial and commercial firms in Ningbo and Shanghai. 452 

Director Van Ying was an officer in both CMC and Hua-sheng 

Spinning and Weaving Mill. Director Yang Ting-gao was a director of the 

Hua-sheng Mill. Director Shi Zi-qing, director of CMC, was promoter of 

the two insurance companies in Shanghai. Director Zhang Zhen-xun was a 

Cantonese, and formal council-general at Singapore in 1895-6; there he had 

tried to sell Peking-Hankou railroad shares to the overseas Chinese 

community. He was chairman of the Canton Chamber of Commerce in 

1907-9. Director Ye Cheng-zhong left little record on his background. But 

we know Director Zhu Pei-zhen was from Zhejiang, and an expectant taotai. 

452 Ibid; see also A. Feuerwerker, China's Early Industrialization, pp. 234. 
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He was also a promoter of a pottery factory in Jiangsu (capital $400,000), 

an oil pressing plant in Jiangsu (capital TIs. 300,000), Siming (Ssu-ming) 

Commercial Bank (capital TIs. 1,500,000), and Hua-xing Fire and Marine 

Insurance Company in Shanghai (capital TIs. 400,000); and a founder 

(together with Shi Zi-qing and Shen Dun-he) ofHua-an Life Insurance 

Company, the first in China. He was also assistant director of the Shanghai 

Chinese Chamber of Commerce in 1905-6. Director Yang Wen-jun was 

taotai. The other three directors were Wang Wei, Liu Xue-xun and Chen 

Xi 453 an. 

The Imperial Bank's regulations provided that three of the twelve 

directors were to serve as managing directors in actual charge of the bank's 

operations. And in addition, there would be an independent auditor to 

certify the accounts. The first General Manager as noted above was Chen 

Sheng-jiao, who was succeeded by Xie Lun-hui, also a well-known native 

banker. Three men signed the bank's report for the second half of Guangxu 

32 (August 20 1906- February 13, 1907) as managing directors: Shen Dun-

453 Ibid. 



he, Wang Cun-shan, and Gu Run-zhang. The auditor was Wang Ge

chen.454 
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Shen Dun-he later served as a managing director of the Imperial Bank 

of China. He may possibly have replaced Sheng whose other commitments 

were too great to permit his continuing to give personal attention to the 

bank. Shen was born in Ningbo in 1857, the son ofa tea merchant. He 

studied in England for a year and held many minor official positions after 

his return. In 1902-3, he was co-director of the Bureau of Mines and 

Railways (kuangwu tieiuzongju), and until 1905 he was on Sheng's staff as 

one of the two commissioners (zongban) of the Shanghai-Nanjing railroad. 

Shen held the rank oftaotai. Together with Zhu Pei-zhen and Shi Zi-qing, 

he founded the first life insurance company in China, the Hua-an Life 

Insurance Company.455 

Wang Cun-shan was an expectant taotai who replaced Xu Run at the 

head ofCMC in 1907 and managed that company in Sheng's interest until it 

came under the control of the Ministry of Posts and Communications. 

454 Ibid. 

455 On Shen see Sheng Xuan-huai, Sheng shangshuyu zhai cun gao chu lean, Vol. 10, pp. 36-37. 



397 

In addition to serving as auditor of CMC, Gu Run-zhang was the 

founder of several industrial firms. These included a cigarette 

manufacturing company in Shanghai (capital TIs. 100,000), and a machine 

shop, the Yangtze Machine Manufacturing Company (capital TIs. 

175,000).456 

Wang Ge-chen was listed as the bank's auditor in 1906-7; he is also 

known to have been shangwu zongguan (business manager) of the Hanyang 

Ironworks.457 

Two things might be pointed out about the make-up of this first board 

of directors. First, they came from a distinct group of industrialists who had 

previous experience in modem type industrial projects. They had been 

closely involved with foreign business firms either in trade or in financial 

practices, and many of them had compradore backgrounds. Second, this 

group had close ties with the officialdom. Many of them held official titles 

and a few had occupied actual official posts at some time. 

456 Jiaotong shi: hang zheng bian, Vol. I, pp. 191. 

457 Sheng Xuan-huai, Kaocha riben baogao, pp. 18. 
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These two conditions seem to persist at least until the establishment 

of the Hubu Bank in 1905. Thus, the Imperial Bank of China in its early 

development was in the hands of men very similar in character to those who 

operated the other guandu shangban enterprises. Though we have little 

detailed data on the actual workings inside the bank, its adherence to basic 

practices of a modem bank was expected. There is no direct evidence that 

the bank suffered from an inefficient bureaucratic administration as in 

previous cases. It seems that over the years these societal groups or 

networks had accumulated some critical experience and know-how in a 

series of state-initiated ventures. These groups had learned to become better 

connected and coordinated in the process. In a sense, they were created by 

China's early industrialization. 

The state apparatus and the Bank . . After its founding, the Imperial 

Bank was faced with two choices for further development. It could tum 

into either a private commercial bank or a central bank. As indicated 

earlier, Sheng favored developing the Imperial Bank as a central bank for 

China. But this goal failed, and the main reasons for the failure must be 

sought in its relationship to the state apparatus. 
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In 1896 Sheng had intended to use the bank as an instrument for 

raising private Chinese capital for the construction of the Beijing-Hankou 

railroad. But efforts to raise the Tis. 7,000,000 from the private sector 

proved fruitless.458 Sheng (and Zhang Zhi-dong and Wang Wen-shao) soon 

realized that the completion of the line would depend on foreign loans. As 

Sheng informed the throne in 1898: "the Imperial Railway Administration 

originally intended to depend on raising private capital. But Chinese 

merchants will only come forward when the construction is completed and 

profits are visible... It is rarely heard that private merchants and common 

people buy stock. They may be attracted by a completed enterprise, but it is 

impossible to depend on them for any new undertaking" .459 One of the 

principal roles which he had seen for the newly established bank was thus 

eliminated. Sheng now concentrated exclusively on the task of making it 

first rate modem bank. He first turned to Peking in an attempt to transform 

the Imperial Bank of China into a central bank of China. 

458 Zeng Kun-hua, Zhongguo tielu shi, pp. 73-76. 

459 Sheng Xuan-huai, Sheng shangshu yu zhai cun gao chu kan, Vol. 2, pp. 34-35. 
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First, Sheng sought to actualize the bank's theoretical privilege of 

acting as agent for the transfer of funds between the provinces and Beijing. 

In the summer of 1898 he memorialized the throne expounding the key 

importance of the bank's success for China's commercial development in the 

face of foreign economic aggression.46o The Imperial Bank of China was 

weaker than its foreign competitors in the treaty ports and needed 

government support. "Hereafter, in expanding China's commercial strength 

and recovering our economic rights, the controlling factor will be whether 

or not provincial receipts and payments are transferred through the Imperial 

Bank of China". If they were handled, as before, by native transfer banks 

and money shops, he continues, 

then our commercial policy will suffer the scorn of the foreigners and 

the suspicion of the Chinese... The effect on the general commercial 

situation can be great ... as the bank brings both visible and invisible 

benefits to the country. If trade is flourishing, the merchants and 

people are better off--that is the invisible benefit. The greater the 

460 Sheng Xuan-huai, ibid, vol. 2, pp. 34-35. 



profits of the bank, the more income to the government [through 

baoxiao and other perquisites ]--that is the visible benefit. 
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Sheng requested the throne to order the Ministry of Revenue to inform the 

provinces that thereafter all transfers of official funds should be undertaken 

through the Imperial Bank. In Sheng's mind, this privilege was as important 

to the Bank as tribute rice carriage to CMC. In each instance the transfer of 

tax receipts was involved: taxes in kind in the case of the tribute rice, 

money tax receipts in the present case. Just as the tribute rice monopoly 

had been the equivalent of a handsome subsidy for CMC, Sheng hoped that 

the bank would benefit from the transfer of provincial specie payments to 

the capital, especially at the early stage of the bank. 

Sheng'S memorial was referred to the Ministry of Revenue which 

gave its general assent on the grounds that "the bank was established by the 

government. If the government in the first instance does not put trust in it, 

how can it be expected that the merchants and people will put their trust in 

it?" However, the matter should be dealt with according to the merits of 

each specific case. Provincial officials should be ordered to use the 

facilities of the bank for transfers and deposits whenever the Imperial 
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Bank's charges were lower and dividends higher than those of the Shanxi 

banks and money shops.461 An edict issued on July 13, 1898, confirmed this 

position and order the Hubu to "infOlm provincial officials that in all places 

where there are branches of the Imperial Bank of China, if the transfer of 

government funds and aids (xiexiang) is found to be conducted at lower 

cost, that function shall be turned over to the Imperial Bank to undertake 

with care, in order to favor commercial development". 462 

However, as indicated earlier, the state apparatus was undergoing 

rapid disintegration. Though the court went along with Sheng'S plan, it was 

doubtful that it could be carried out. Thus in November 1899, Sheng 

complained to the throne that the edict was not being observed. The 

accounts of the bank's ten branches showed that only rarely were official 

funds transferred through their facilities. And the provincial officials had 

refused to negotiate agreements with Sheng as the imperial edict had 

ordered. He was much distressed, he said, that the Chinese were not 

supporting this Chinese bank, while foreign governments all deal with the 

461 Shen Tong-sheng (comp), Guangxu zhengyao (Important documents of the Guangxu reign), vol. 

24, pp. 21-22. 

462 Da Qing Ii chao shi lu: Guangxu chao, vol. 420, pp. 13. 
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banks of their own countries.463 It is clear that the state apparatus had 

become ineffective in carrying out the central directives. Without unified 

coordination, Sheng's plan had no chance to materialize. 

To make matters worse, the provincial officials grew intransigent to 

the central government's orders concerning the Imperial Bank. They 

refused to give up the perquisites connected with the transfer of funds. The 

vested interests involved were much more powerful now than in the case of 

the shachuan trade. And the state was unable to remove them as it had done 

for CMC. After Sheng's effort failed, there was the attempt by the Ministry 

of Revenue to establish a national bank in 1905 and reorganize it in 1908. 

However, before it had time to grow into full stature, the Revolution broke 

out in 1911 that ended the Qing dynasty. 

Toward a private commercial bank. After the guandu shangban 

Imperial Bank of China failed to obtain the monopoly grant or the status of 

a central bank, it turned to develop as a private commercial bank. As early 

as the autumn of 1903, Sheng learned that the Ministry of Revenue was 

discussing plans for the organization of a national bank. Among the 

463 Sheng Xuan-huai, Sheng shangshu yu zhai eun gao ehu kan, vol. 2, pp. 66-68. 
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shareholders of the Imperial Bank of China, this news brought forth 

proposals to transfer their capital to other uses. But Sheng, although he had 

failed to obtain the important concession for the transfer of provincial funds, 

apparently was determined to persist in constructing the bank. 

So long as the state was unable to produce new opportunities or 

institutional reforms, it was impossible for the Bank itself to effect any 

break-through in its development. However, as the state apparatus withered 

away, the Imperial Bank made incremental progress in its business. The 

Bank was increasingly shaped by emerging industrial groups that were 

formed by previous officials and compradores. Its official color was 

gradually washed away. During these final years of the Qing dynasty, its 

financial status continued to improve. For some time the bank was unable 

to pay its guaranteed dividend of 8 percent. But it never paid less than 6 

percent, and the volume of its commercial business increased steadily. The 

net profit and dividend paid in four semi-annual periods for which data are 

available are shown in the following Table. 
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TABLE 13. NET PROFITS AND DIVIDENDS OF IMPERIAL BANK, 1898-1913 

MonthlDateN ear Net Profit Rate Dividend 

Period 1 112211898 to 811611898 130,370 8 100,000 

Period 2 8/17/1898 to 2/9/1899 111,048 8 100,000 

Period 3 8/20/1906 to 211211907 108,009 6 75,000 

Period 4 7/111913 to 12/3111913 121,289 8 100,000 

Sources: A. Feuerwerker, China's Early Industrialization, pp. 239. 

The bank's balance sheet for the same periods is as shown in Table 14. 
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TABLE 14. BALANCE SHEET OF THE IMPERIAL BANK, 1898-1913* 

LIABILITIES Period 1 Period 2 Period 3 Period 4 
1. Paid-up capital 2,500,000 2,500,000 2,500,000 2,500,000 
2. Hubu deposit 1,000,000 1,000,000 200,000 0 
3. Other deposits 947,867 1,671,032 1,742,788 3,898,031 
4. Bills payable 76,686 172,077 402,447 217,101 
5. Notes in circulation 0 287,306 1,705,238 1,250,650 
6. Reserve 181,071 192,119 401,293 1,057,889 
7. Balance between 38,179 0 0 0 
head office and 
branches 
Totals 4,743,804 5,822,536 6,951,767 8,923,672 
ASSETS 
1. Cash 53,316 387,630 286,505 2,128,001 
2. Loans outstanding 4,486,288 3,953,373 5,990,778 5,388,903 
3. Bills receivable 156,297 1,255,881 123,626 396,942 
4. Bank premises 28,621 42,467 13,798 10,748 
5. Furniture and 14,280 40,550 24,965 3,000 
stationery 
6. Balance between 0 142,631 512,093 996,076 
head office and 
branches 
Totals 4,743,804 5,822,536 6,951,767 8,923,672 
Source: A. Feuerwerker, China's Early Industrialization, pp. 240. 
* All in Shanghai taels. 

It should be noted that the TIs. 1,000,000 deposited by the Ministry 

of Revenue in 1897 was gradually repaid. By the end of 1906, the balance 

had been reduced to TIs. 200,000. On the other hand, commercial deposits 

showed a considerable increase in the same period, and an even larger jump 
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in 1906 and 1913. These two developments alone indicated that the bank's 

status was oriented toward private shangban. 

Just before the fall of the Qing, the Bank officials hoped that the 

Imperial Bank could help to circulate the new, unified currency which 

presumably would result from the establishment of a national bank. 464 

However, financial ties with the government were reduced as the Hubu's 

deposit with the Imperial Bank was rep·aid. Sheng himself was out of office 

for a long period after 1905. Moreover, the establishment of the Hubu Banle 

in 1905 did not produce the unified national currency which Sheng had 

hoped for. The official status of the Imperial Bank of China, in a word, 

withered away. This process was helped by the opening of a second 

government bank, the Bank of Communications (jiaotong yinhang), in 

1908, and by the reorganization of the Hubu Bank into the Daqing Bank 

with a capital of Tis. 10,000,000 in the same year.465 In 1910 CMC 

liquidated half of its TIs. 800,000 holdings in the bank by distributing its 

464 Sheng Xuan-huai, Sheng shangshu yu zhai cun gao chu kan, vol. 61, pp. 20. 

465 Feuerwerker, China's Early Industrialization, pp. 239. 
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shares in lieu of dividends. The remaining TIs. 400,000 was liquidated in 

the same manner in 1911. 

Zhongguo tongshang yinhang later changed its English name from 

the Imperial Bank of China to the Commercial Bank of China, which 

continued to play its role in the development of China's banking industry. 

A BRIEF ADDENDUM 

China did not start modernizing its banking industry until in the mid-

1890s. Before that it had a system of traditional banks since the twelve 

century A.D. These native banks were made obsolete as international trade 

and industry-building began to gain some momentum in the late 19th 

century China. To many contemporaries, modernizing China's banking 

system was essential for stabilizing currency, promoting trade and most of 

all accumulating capital for industrialization. 

In all, the Qing government had failed to modernize China's banking 

industry before the dynasty was overthrown. It failed to set up an effective 

central bank, and to develop a integrated system of banks around the central 

bank. It failed too to unify the currency in China. Though the Imperial 

Bank constituted a partial success story, it did not bring about massive 
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follow-up as in the cotton textile industry. The initial actions by the state 

apparatus were neither firm nor decisive, in sharp contrast to the previous 

cases. By the late 1890s, the state apparatus was weakened to a point that 

coordinated efforts by the state became nearly impossible. Though the 

government now had stIong motivations and perhaps more experience in 

handling industrial projects than in previous decades, its capacity was 

diminished by the political events of the day. The vested interests grew so 

powerful that the central government was unable to overcome them. As a 

result the state apparatus failed to provide consistent support for the new 

bank. Instead, it created some problems for its development. Moreover, the 

guandu shangban formula was undermined by corruption and failure of the 

state officials to supervise for the public interest. Stockholders' rights could 

not be guaranteed in the circumstance of the failing state institution. In 

short, the state actions failed to bring about a critical mass (potentially the 

native banks) that could have served to bridge the state-society efforts, and 

tradition-modernity gap. Without this critical mass, there was no effective 

creative destruction and institutional break-through as in the cases of steam 

navigation and cotton textile. 
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There was therefore no room for regrouping resource factors into new 

social arrangements. The founding of the Imperial Bank of China fell short 

of mobilizing broader social networks. Though the Imperial Bank came to 

be related to the native banks in Shanghai, it failed to push the traditional 

bankers to modernize. To be sure, they were unable to venture in modem 

banking all by themselves. Furthermore, as China degenerated into political 

chaos, it was impossible for these groups to accomplish the task. The 

Imperial Bank, unlike CMC and Cotton Mill, was therefore a separate and 

single event. It did not trigger a series of efforts and innovations among 

societal groups. 

It was only after the central bank was established along with other 

state banks in the Republic Era that China's banking industry turned a new 

leaf. With these modem banks on top, social groups began their serious 

efforts to build modem commercial banks from bottom-up. These 

commercial banks served to connect the central banking institutions with 

vigorous industrial projects, thus integrating China's financial market and 

economic institutions. But that is beyond the scope of this dissertation. 
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CONCLUSION 

Having completed descriptions of the three cases, it is time to come 

back to the general questions: To what extent is China's early 

industrialization generalizable to other nations? What lessons can we draw 

from the Chinese experience of industry building that are useful to other late 

developers? What is the theoretical significance of China's case for late 

developmental studies? 

The significance of the Chinese experience of industrialization is 

unquestionable. Although late development all involves pre-modem 

institutions and social structures, China's early industrialization occupies 

one end of a continuum, representing extreme "thickness" and "stickiness" 

of tradition in developmental processes. China's pre-modem statehood was 

unprecedented in scale and complexity. This was partly due to the 

challenges to control a much heterogeneous population in a large kingdom. 

China's state tradition remained intact at the time of industrial 

transformation, in contrast to countries in South Asian, Africa and Latin 

America. These countries' internal social structures and institutions were 



significantly shaped by western colonialism prior to their industrializing 

efforts. 
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The "stickiness" of Chinese culture and tradition brought into 

centrality the issue of state's role in late development and of the 

"connectedness" between the state apparatus and social groups. Two 

theoretical questions are interesting: What is the general logic of successful 

late development? What is the particular logic of successful sectoral 

industry building efforts? We may theorize from the Chinese experience 

both the general and sectoral processes of development. The three 

industries examined above had distinct resource factors and different 

legacies from the past, thereby producing variation in patterns of state

society cooperation and particular sectoral strategies. 

The Chinese culture was both the context and means for industrial 

change. Modernity was a process of reinterpreting tradition. The state-led 

national campaigns to catch up with the West provided mobilizing potential 

for cultural mutations that helped to lubricate the transition. 

THE CONNECTED DEVELOPMENT 
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The Chinese experience of industry building in the late nineteenth 

century argues for the thesis of the state-society "connectedness". The lack 

of this trait is inherent in late development for two reasons. 

First, late development is a dynamic and unbalanced growth. A chain 

of disequilibria is required to produce the necessary pull in demand and 

supply at various points in time. The state has to play the dual role of 

disrupting the old equilibrium and then redirecting resource flows to 

achieve development. These actions are often destructive to the pre-modem 

order in the sense that they create an incompatibility between old and new 

institutions, thereby giving rise to tensions, uncertainty and even chaos. 

Caught in the state-society contradictions, the role of the state becomes 

paradoxical: On the one hand, the state must distance itself from social 

groups for promoting developmental changes, but on the other hand it must 

remain committed to a deep "connectedness" with society in order to 

successfully effect such changes. The state has to perform skillfully an 

essential function of creative destruction, without which social groups in 

non-state sectors would be less likely to embrace changes, but the ultimate 
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success of new industries depends on a societal consolidation that redefines 

the state-society relationship. 

In the navigation sector, the state first loosened the restrictions on 

steamer operation, thereby creating the demand for modem steamer fleets. 

Then the state created the supply by founding CMC. The operation of CMC 

in tum created other demands, which induced investment in the insurance 

company and maintenance facilities. Through these forward and backward 

linkages, CMC successfully induced a developmental process in the field. 

The "connectedness" between the state apparatus and social groups was 

essential throughout the process. 

The development of the cotton textile industry followed this general 

pattern, though with its sectoral characteristics. Instead of creating demand 

as in navigation, the state first created the supply, i.e., the Shanghai Cotton 

Mill, and guaranteed its monopoly in the field for ten years. But after the 

Sino-Japanese War, the state was forced to lift restrictions on cotton textile 

production, thereby creating market demand for both foreign and domestic 

cotton mills. Again, the rise of private mills like Dasheng was conditioned 

by the state-society connectedness, and the gentry class played a prominent 
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role in this. Like in the navigation sector, this connectedness was essential 

for both forward and backward linkages of the modem cotton mills, and 

facilitated the needed technology transfer from the state to private sector. 

The failure of banking reform was due to the lack of this state-society 

connectedness. It therefore supported the theme of connected development 

from another angle. In all three cases, foreign competition contributed to 

the disruption of demands and supplies, but it remained the state's 

responsibility to rebalance them through developmental projects. 

Otherwise, foreign goods and services would fill the gap, leading to 

economic colonization rather than industrialization. This was what 

happened in the banking sector. 

Secondly, the lack of the state-society "connectedness" also comes 

from the scarcity and uneven distribution of key resource factors in pre

modern societies. Because key resource factors are scarce and distributed 

unevenly across sectors, the success of industry building is dependent on 

the state capacity for reorganizing and concentrating scarce resources from 

multiple sectors. This capacity can only be achieved by promoting the 

state-society connectedness. 
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The key resource factors include: (a) funding or initial capital that 

may help the new company to overcome entry barrier and to pay for 

equipment and other overhead cost; (b) production technology including 

operating and maintenance skills; (c) human resources and management 

know-how including training and disciplining of employees, impersonalized 

management, organizational structure and routines, and crisis management; 

(d) input supply including raw materials, reliability and cost control; (e) 

output market, including marketing skills, market niche, and resisting 

foreign competition; (f) profit and benefit distribution among investors, 

supporters, key management personnel, and incentives of career 

opportunities, social mobility and social status; and (g) legitimization 

leverages. 

Late development requires that the state seeks out these key resource 

factors from a range of sectors and reorganizes them for industrial projects. 

Creations or renovations of the critical links among resource factors are 

catalyst for the changes in the sectoral resource flows favoring 

development. Here the state's role is essential. On the one hand, the state 

has to provide part or all of the needed funds, and mandate cooperation 
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from diverse social groups. But on the other hand, the state bureaucracy 

also creates the problems of over-bureaucratization in the new enterprises, 

thereby stifling the entrepreneurship. The key is to constantly balance the 

state midwifery and social efforts in order to articulate desired resource 

flows. 

Without repeating the case details, it is fair to say that the three 

Chinese industries faced four common challenges to restructure the resource 

flows. First, they were all challenged by how to combine the state funds 

and societal resources to build new industries. Industry building required 

heavy investment in machinery, equipment, and other startup cost, and both 

the state and interested social groups lacked enough financial resources to 

embark on the projects. The formula of "official supervision and merchant 

operation" formed the basis of a institutional mechanism to combine the 

two. The funding problems in navigation and the cotton textiles were 

alleviated through this state-society cooperation. 

Second, the three sectors had to overcome the gap presented by new 

industrial technologies in order to succeed. In navigation, CMC had to 

bridge the technology gap between junk boats and steamships, while in the 



cotton textile sector, household hand-weaving had to be replaced by 

manufacturing in modem cotton mills. The banking industry also had to 

absorb many new practices in order to service modem enterprises. In all 

three cases, the state-merchant cooperation was essential. 
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Third, the three new enterprises had to transform their organizational 

structures in order to expand operational scale and scope, and to 

accommodate new production technologies. It was no longer possible, for 

instance, to staff all the job positions with family and clan members as 

traditional organizations did. The new establishments had to draw on 

different kinds of human resources with specific knowledge requirement. 

Here the key management skill was either learned through state-merchant 

cooperation as in navigation, or developed by a critical mass mediating 

between the state and merchants as in the Dasheng Cotton Mill. The 

absence of a "connecting mechanism" in the Imperial Bank project 

explained its failure. Fourth, the new industries had to face competition 

from foreign firms and resistance from vested interests in traditional 

economic sectors. The key question was what kind of state-society 
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cooperation could curb foreign competition on the one hand, and overcome 

domestic vested interests on the other. 

SECTORAL STRUCTURE AND STRATEGIES 

The distinctive sectoral paths taken by different industries represent 

variations with a common theme of "connected development", i.e., through 

state-society cooperation. Every industry has distinct production 

technologies and product structure, and is endowed with distinct sectoral 

institutions and other legacies from a premodern economy. These are the 

structural variables that limit the choices an industry may have for 

achieving development. However, within these structural limits, sectoral 

strategies for development do make a difference for the fate of a new 

enterprise, and sometimes this difference is between life and death. 

The developmental paths taken by the navigation, cotton textiles and 

banking industries in late Qing China exhibited a strong influence by such 

structural variables as production procedures and pre-established 

institutions. First, resource structure and organizational forms differed 

significantly across the three sectors during the pre-industrial period. 

China's traditional navigation was centered around the maritime operations 
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of shachuan. Because of the large quantity of the goods carried, shachuan 

were usually operated in fleets. Though the technology of shachuan trade 

was not elaborate, rich maritime experience was minimal to survive the 

treacherous sea trips. Compared to cotton textiles and banking, navigation 

was more centralized and hierarchical in organization. It also had a higher 

barrier to entry due to expensive equipment and the special knowledge 

required. In institutional legacies, shachuan trade was heavily dependent on 

the government contract for tribute rice transport, and was controlled by the 

state bureaucracy. All this, it seems, made it easier for the state bureaucracy 

to intervene administratively and implement direct control. 

China's pre-modem cotton-making was much more decentralized 

than navigation. The production technology was simpler, and the barrier to 

entry was low. Women produced the cloth in their houses and at flexible 

times, and sold extra cloth to local merchants. Quite in contrast to 

navigation, the cotton products were sold on the open market. It was 

therefore difficult for the state bureaucracy to mobilize and administrate the 

sector. Only the local gentry and merchant class had access to this 

productive community. 
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The pre-modem banking was based on unique production 

technologies including bookkeeping, currency evaluation, and financial 

planning. These required years of training. The native banks were parasitic 

on merchants' networks, and government offices. The banking organization 

was less hierarchical than in navigation, but was much more integrated than 

cloth-making in rural communities. In scale and scope it ranked below the 

shachuan fleets but above the cotton textile organization. Because the 

minting of currency was decentralized, the native banks had to diversify 

their services to meet multiple standards of regulation and control. In all, 

state involvement in banking was less conspicuous than in navigation, but 

more frequent than in the cotton textiles sector. 

This endowment variation constrained choices each sector might take, 

but sectoral successes and failures depended on a combination of structural 

factors and responsive strategies. Steam navigation was perhaps the most 

successful among the three, followed by the cotton textile industry. 

Banking was the least successful. 

To explain this variation in the degree of success, the way state and 

society were connected proved to be essential. First, the connectedness of 
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the state with regards to social groups was one of the most important factors 

that constituted state capacity and without which it was impossible to 

integrate key resources from different sectors for industry building. In the 

navigation industry, the Qing government had an administrative tradition 

based on tribute rice and salt administrations. It was easier for the state 

apparatus to penetrate the junk boat trade community in order to make 

changes. The state officials were better connected with potential merchant 

players in the field, and better positioned to mobilize resources for industry 

building project. 

Traditional cloth-making and banking, in contrast, operated basically 

outside the state sphere, making it difficult for the state officials to penetrate 

into the field. Their poor connection with the native banks, for instance, 

was one of the obstacles for introducing institutional change to modernize 

banking industry. Such ties were further weakened from the 1870s to 

1890s, therefore causing the Shanghai Cotton Mill and Imperial Bank to 

face greater financial difficulty than CMC. But premodern connectedness 

was not necessarily decisive. Weak ties could be strengthened, and new ties 

might be formed in the process of industrial transformation. The absence of 
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pre-modem ties between the state and cotton textile sector was partly 

responsible for the failures of the state cotton mills, but the formation of 

new ties through gentry helped the sector to bounce back in the late 1890s. 

Banking had better ties with the officialdom to start with than did the cotton 

textile sector. But these ties were neither revitalized, nor were they replaced 

by new channels of connectedness. This partly explained the failure of bank 

reform. 

Second, we may view such connectedness in terms of institutions, 

and ask how much a given institutional establishment can bridge 

industrializing activities in different social spheres. The guandu shangban 

(official supervision and merchant operation) was inherited from tribute rice 

and salt administrations, but it was able to create critical linkages among 

unrelated spheres of social practices. The presence of such an institution 

accounted for the successful founding of CMC, Cotton Mill and Imperial 

Bank. When officials and merchants could not make this arrangement 

work, the new companies were sure to suffer. The breakdown of guandu 

shangban at a later stage ofthe Cotton Mill predicted the ultimate downfall 

of the enterprise. Similarly, the bank building became impossible when the 
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Third, we may see such connectedness through the activities of a 

critical mass-who were able to bridge the state efforts and societal networks. 

A critical mass is defined as a dynamic social group highly motivated to 

carry out industrial projects. The gentry in the cotton textile case 

constituted such a critical mass when the group could integrate the state and 

other social groups for industry building. The failure of the banking case 

was caused partly by the absence of such a critical mass. In general, all 

three sectors had produced leaders who were highly regarded by societal 

networks that could be mobilized for the purpose of industry building. The 

leaders of the compradores and shachuan merchants were the major network 

promoters who responded to the state initiatives in modernizing navigation 

industry. The compradores possessed the know-how and financial 

resources necessary to take over and regroup the state-midwifed industrial 

efforts. The leaders of the shachuan merchants were briefly mobilized to 

pave the way for founding CMC. They also served to connect CMC with 

established institutions (e.g., guandu shangban formula). In cotton textile 
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sector, both the compradore and gentry class were successfully mobilized 

from bottom up in the second stage of industry building. However, the 

Dasheng's case showed that the gentry became the leading force of the 

private cotton mills. They were able to organize the local merchants to 

invest in the new industry, and provide the linkage between the new 

industry, raw materials and output market. In the cotton textile sector, the 

second stage regrouping was successful, which contrasted sharply with the 

failed efforts to reform China's banking industry. 

To summarize, the Chinese experience shows that neither state funds 

nor technology were sufficient conditions for industrial transformation. 

Critical linkages articulating key resource factors were essential for 

successful industry building. Sectors must respond to the given structural 

constraints such that existing channels of state-society cooperation were 

revitalized or new avenues were found. 

THE ROLE OF CULTURE IN LATE DEVELOP:tv1ENT 

In late development, state-society relations are strained and then 

readjusted due to a series of induced political and economic disequilibria 

designed for transforming traditional system. The transitional pain is more 
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intense in societies with more entrenched cultural tradition and pre-modem 

institutions. The creative destruction alienates certain social groups, while 

vested interests always resist changes of the status quo. To overcome these 

inertia, ideology becomes an important battle ground where all interests 

compete for dominance. The developmental elites create myths, symbols 

and beliefs to legitimize industrializing efforts. Late development is often 

framed as a national crusade and salvation. The exaggerated goals and 

inflated promises feed into the rising public expectation. Modernization is 

portrayed as panacea to all existing problems in order to weaken resistance 

to industrial change. These were the tactics adopted by the late Qing elites 

for promoting developmental projects. 

In addition to this holistic approach, minor foreign ideas and concepts 

were also assimilated into the indigenous cultural context. To overcome the 

"stickiness" of tradition, the reformers translated foreign institutions and 

practices into acceptable cultural symbols and indigenous rules. They went 

beyond the limit of tradition by speaking traditionally, and derailed the 

natural course of tradition by following its rule of the game. They made a 
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constant effort to reinterpret tradition in order to find compatibility between 

the foreign and domestic systems. 

In late Qing China, merchants were an important social group 

promoting industrial change, but they had a low social status, making it 

difficult for them to gain acceptability in elite circles and to legitimize their 

activities in the public. The Qing system of purchased degrees and titles 

allowed this group to enter elite circles without necessarily being a 

Confucian scholar. Most of China's early industrialists carried purchased 

degrees and titles, thereby crossing the status gap between merchants and 

officials. This institutional mechanism helped to lubricate the merchant

official relations, and smooth the transition from pre-modem to modem 

forms of organization. 

Throughout China's early industrialization, culture and tradition were 

a double-edged sword and an essential factor in industrial transformation. 

They exhibited great potential for assisting the industrial change, but were 

also capable of turning into obstacles for such change. The winning 

strategy was to stress cross-cultural translatability and compatibility, and 

thereby encouraging cross-cultural borrowing and learning. It is only 
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through this strategy that foreign culture and practices could be learned not 

at a superficial level, but at a deeper level referable to indigenous culture 

and tradition. Then imitation became innovation, and learning was turned 

into creative activities. 
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